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Arizona -American Wate r Company
Dire ct Te s timony of Cindy Da tig
P a ge  iii

1 IE XE C UTIVE S UMMAR Y
Ad

3 'In he r dire ct te s timony Cindy Da tig te s tifie s  a s  follows :
'T

5
6
7
8
9

Ms. Da tig is  the  Exe cutive  Dire ctor of $1 Ene rgy Fund, Inc. ("$l Ene rgy"). She  ha s  be e n
working with Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n") to de s ign a n
a ppropria te  Low-Income  Ass is ta nce  P rogra m ("LIAP") for its  Sun City Wa te r Dis trict
cus tomers . $1 Energy works  with its  utility pa rtne rs  to crea te  and adminis te r programs tha t
provide  utility a ss is ta nce  to low-income  fa milie s .

11
12
13
14
15

The  a ffordability of home  utility bills , whe the r they a re  home  ene rgy or wa te r/sewer bills , is
genera lly measured in te rms of the  "burden" which those  bills  impose  on low-income cus tomers .
The  burden of a  wate r bill is  de te rmined by ca lcula ting the  annua l bill a s  a  percentage  of income.
For example , if a  household has  annual income of $5,000 and an annual water bill of $500, the
household would have  a  wate r burden of 10% [($500 / $5,000) x 100% = 10%).

17
18
19
20

To eva lua te  the  need for a  LIAP for wa te r se rvice , we  should firs t de te rmine  wha t the  wate r~bill
burden is  for water customers  with incomes a t or somewhat above  the  Federa l Poverty Income
Guide line  (the  "FPIG"). P resently, the  FPIG is  $10,210 annua l income  for a  s ingle -pe rson
household and $13,690 for a  two-person household.

22

3;
25

Based on Arizona~American's Sun City Water District's proposed water rate, a household with
income of 150% FPIG will pay 1.21% of its household income for water service. This is still
well below the EPA's 2.5% affordability determination for households with median (50th
percentile) income.

L U

27
28
29
30
31
32
33
34

The Company's proposed LIAP provides a 50% discount on the basic service charge to eligible
Sun City Water customers who enroll in the LIAP. Based on the information provided to me by
Arizona-American, a 5/8-inch Sun city residential customer withmedianmonthly usage will pay
$8.20 in basic service charge and $7.21 in commodity charge per month under the Company's
proposed rate design. A 50% discount on the monthly basic service charge will reduce that
charge from $8.20 to $4.10 per month, thereby reducing a median Sun City Water District
residential customer's monthly bill from $15.41 to $1 l .3 l, a 27% reduction in the overall
monthly water bill.

36
37
38
39
40

An e ligible  Sun City Wate r Dis trict cus tomer mus t be  a  full-time  Sun City re s ident who is  the
primary account holde r ove r 65 yea rs  of age . In addition, the  e ligible  cus tomer's  annua l
household income cannot exceed 150% of the  Federa l Poverty Income Guide line  ("FPIG").
Initia lly, Arizona -Ame rica n will limit e nrollme nt in the  LIAP  to the  firs t 1,000 e ligible  S un City
Wate r Dis trict cus tomers  who enroll.

Zi
43

'To enroll in the program, customers will first contact Arizona-American, which will then transfer
the customer to $1 Energy to verify eligibility and complete enrollment.

"r ' r

45
46
47

The  LIAP will sa tis fy the  crite ria  se t forth by RUCO for a  success ful LIAP, which should ta rge t
the  appropria te  se t of customers , crea te  mate ria l benefits  for qua lifying participants , not be
overly burdensome on non-participants , and be  e fficiently adminis te red.

'To

49
50
51

Arizona-American will pay $1 Energy a $5,300 initial set up fee for the first three months of the
program and $2,500 per month therealier. Hence, the on-going annual charge from $1 Energy is
$30,000. The fees charged by $1 Energy cover all the program administration expenses

5 h
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l
2
3
4
5
6
7
8

including enrollment, income and guideline verification, and payment counseling. Also, there
will be additional costs to Arizona-American to supply outreach materials, conservation lats, and
;seasonal bill inserts that promote the availability of the LIAP.

Typically, the costs of a LIAP, including the amount of the monthly reductions to customer bills,
are recovered by the utility from a variety of sources, including increased rates to the utility's
customers, reductions in the utility's uncollectible accounts receivables and charitable donations.
Mr, Broderick will address this question more specifically in his rebuttal testimony.

\» b
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I1

2

3

4

5

Q-

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Cindy Datig. My business address is 15 Terminal Way, P.O. Box 42329,

Pittsburgh, PA 15203, and my business phone is (412) 390-3863.

6

7

8

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the Executive Director of $1 Energy Fund, Inc. ("$l Energy"), a 501 (c) (3) non-

profit organization founded in 1983. I have served in that capacity since 1986.

9

1 0

1 3

1 4

1 5

Q- WHAT ARE YOUR RESPONSIBILITIES AS THE EXECUTIVE DIRECTOR?

I act as the chief executive officer responsible for leadership and overall direction of $1

Energy. In particular, I provide information and leadership to the $1 Energy Board of

Directors. I am responsible to keep the Board informed about changing community

needs so that the Board can modify $1 Energy's programs and policies accordingly, and

can ensure that $1 Energy's resources are used in such a way as to assure maximum

benefits to the consumer and the community.

16

17

18

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND

EDUCATIONAL BACKGROUND.

Please see attached Exhibit CD-l to my testimony.

Q- WHAT IS YOUR ROLE IN THIS PROCEEDING?19

20

21

22

I have been working with Arizona-American Water Company ("Arizona-American") to

design an appropriate Low-Income Assistance Program ("LIAP") for its Sun city Water

District customers.

23 Q. WHAT IS $1 ENERGY FUND, INC.?

h

r

A.

A.

A.

A.

A.

|
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1

2

3

4

5

$1 Ene rgy is  a  non-profit orga niza tion with the  mis s ion of improving the  qua lity of life

for hous e holds  e xpe rie ncing ha rds hip by providing utility a s s is ta nce  a nd othe r s e rvice s

inte nde d to le a d to s e lf-s uffic ie ncy. S pe cifica lly, $1 Ene rgy works  with its  utility

pa rtne rs  to cre a te  a nd a dminis te r progra ms  tha t provide  utility a s s is ta nce  to low-income

fa milie s .

Q. HOW DOES $1 ENERGY HELP PROVIDE UTILITY ASSISTANCE TO

HOUSEHOLDS EXPERIENCING FINANCIAL HARDSHIP?

6

7

8

9

1 0

1 3

1 4

1 5

1 6

1 7

1 8

A. $1 Energy currently works with 15 utility partners to develop and administer utility

assistance programs to help the utility's customers in times of hardship. Two of the 15

utility companies with whom we proudly partner, Pennsylvania-American Water

Company ("Pennsylvania-American") and New Jersey-American Water Company, are

sister companies to Arizona-American. Through our 16-year relationship with

Pennsylvania-American, we formed a water-assistance program division within $1

Energy. The division created the H2O Help to Others Program (the "H2O Program"), the

first ever water utility LIAP in the United States. Although specific eligibility guidelines

and/or discount amounts of the H20 Program may differ from state to state, the

underlying design of all the H20 Programs remain the same .- providing discounts on an

eligible water customer's monthly service charge.

1 9

2 0

21

22

2 3

2 4

25

Q- HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY

UTILITY COMMISSION OR OTHER GOVERNMENTAL COMMISSION

REGARDING UTILITY RELATED ISSUES?

Yes. I testified in an administrative hearing before the Pennsylvania Public Utility

Commission, specifically regarding the LIAP partnership between $1 Energy and

Pennsylvania-American. I have also provided testimony to the Pennsylvania Low

Income Home Energy Assistance Program, Electric and Gas Utility Restructuring

4.

A.

5 s
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1

2

Legislation, Policy and Guideline Statements on Customer Assistance Programs like

LIAP, Program Funding, and Cost Recovery Mechanisms for Utility Programs.

I I PURPOSE OF TESTUVI0NY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

3

4

5

Q.

Please refer to the Executive Summary, which precedes my direct testimony.

III

Q.

SUN CITY WATER LOW-INCOME ASSISTANCE PROGRAM

DOES ARIZONA-AMERICAN'S RATE CASE APPLICATION INCLUDE A

LOW-INCOME ASSISTANCE PROGRAM?

A. Yes. Please see the direct testimony of Mr. Thomas M. Broderick. I have been worldng

with Mr, Broderick to develop an appropriate LIAP for Arizona-American's Sun City

Water District's customers.

6

7

8

9

1 0

11

12

13

14

15

1 6

1 7

1 8

1 9

HOW DO YOU ANALYZE THE AFFORDABILITY OF THE COST OF WATER

FOR LOW-INCOME CUSTOMERS?

The affordability of home utility bills, whether they are home energy or water/sewer bills,

is generally measured in terms of the "burden" which those bills impose on low-income

customers. The burden of a water bill is determined by calculating the arial bill as a

percentage of income. For example, if a household has annual income of $5,000 and an

annual water bill of $500, the household would have a water burden of 10% [($500 /

$5,000) x 100% :. l 0%)

2 0

21

2 2

2 3

2 4

25

The affordability of the cost of water can be determined based on this information. In

implementing the federal Safe Drinldng Water Act ("SDWA"), the Environmental

Protection Agency ("EPA") is required to evaluate the impact of any proposed new

regulations on the burden deemed by EPA to be affordable for the customers. EPA bases

its affordability determination on its premise that a household with the median (50"'

percentile) income should be able to pay 2.5% of its pre-tax income for water. Others

A.

Q.

A.

8
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1

2

3

place  the  a ffordable  burden a t 2% of household income . An appropria te ly des igned LIAP

should ensure  tha t the  low-income families  do not spend a  la rger percentage  of the ir pre-

tax-income for wate r se rvice  than households  with median incomes.

4

5

6

7

To eva lua te  the  need for a  LIAP for wa te r se rvice , we  should firs t de te rmine  wha t the

wate r-bill burden is  for wate r customers  with incomes a t or somewhat above  the  Federa l

Pove rty Income  Guide line  (the  "FPIG"). P re sently, the  FPIG is  $10,210 annua l income

for a  s ingle-person household and $13,690 for a  two-person household,

8

9

1 0

Q. WHAT IS  THE  WATE R -B ILL B UR DE N F O R LO W-INC O ME  C US TO ME R S  IN

S UN CITY?

In Table  1, I use  Arizona -American's  typica l re s identia l ra te s  to ca lcula te  the  wa te r~bill

burden for Sun City low-income customers , based on the  FPIG:

Commodity

Month ly

Table 1 - Sun Citv Customer Utilitv Burden Analvsis'

Service Charge

Current Proposed

s 8.20

$ 98.40

$ 6.33

$75.96

Current Proposed

$ 7.2 l

$ 86.52

$ 5.50

$ 66.00Annua lly

Total Annual Water Bill $ 141.96 $ 184.92

Percent of income at 100% FPIG
Percent of income at 135% FPIG
Percent of Income at 150% FPIG

1.39%
1.02%
0.92%

1.81%
1.34%
1.21%

12

13

14

Q- WO ULD AR IZO NA-AME R IC AN' S  P R O P O S E D WATE R  R ATE S  MAKE  THE

COS T OF WATE R S E RVICE  UNAFFORDABLE  FOR ITS  S UN CITY WATE R

DIS TRICT CUS TOME RS ?

1 Based on median usage (6,431 gallons/month) and rates for residential customer with 5/8-inch or 3/4-inch meter
size.

A.
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I

2

3

4

X. No. As  de m ons tra te d by the  ta ble  a bove , bas ed on Arizona -Am e rica n 's  S un City Wa te r

Dis tric t's  propos e d wa te r ra te , a  hous e hold with incom e  of 150% FP IG will pa y 1.21% of

its  hous e hold incom e  for wa te r s e rvice , This  is  s till we ll be low the  EP A's  2.5%

a fforda bility de te rmina tion for hous e holds  with me dia n (50"' pe rce ntile ) income .

0. PLEASE DESCRIBE ARIZONA-AMERICAN'S PROPOSED LIAP FOR ITS SUN

CITY WATER DISTRICT CUSTOMERS.

5

6

7

8

9

10

11

12

13

14

The Company's proposed LIAP provides a 50% discount on the basic service charge to

eligible Sun City Water customers who enroll in the LIAP. Based on the information

provided to me by Arizona~American, a 5/8-inch Sun City residential customer with

median monthly usage will pay $8.20 in basic service charge and $7,21 in commodity

charge per month under the Company's proposed rate design. A 50% discount on the

monthly basic service charge will reduce that charge from $8.20 to $4.10 per month,

thereby reducing a median Sci City Water District residential customer's monthly bill

from $15.41 to $1 l .31, a 27% reduction in the overall monthly water bill.

Q. UNDER THE PROPOSED LIAP FOR ARIZONA-AMERICAN'S SUN CITY

WATER DISTRICT, WHO WOULD BE ELIGIBLE TO RECEIVE Low-

15

16

17

18

19

20

21

22

23

24

A.

INCOME ASSISTANCE?

An eligible Sun City Water District customer must be a fUll-time Sun City resident who

is the primary account holder over 65 years of age. In addition, the eligible customer's

annual household income cannot exceed 150% of theFederalPoverty Income Guideline

("FPIG"). Presently, 150% of FPIG is $15,3 l5 annual income for a single~person

household and $20,535 for a two-person household. An eligible, enrolled customer will

continue to receive the discount as long as he or she remains eligible, maintains an active

account, and continues making monthly on-time payments to Arizona-American,

4 .

4
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1

2

Initia lly, Arizona -Ame rica n will limit e nrollme nt in the  LIAP  to the  firs t 1,000 e ligible

Sun City Wa te r Dis trict cus tome rs  who e nroll.

3 Q- HO W WILL A C US TO ME R  E NR O LL IN THE  LIAP ?

4 A re s ide ntia l wa te r utility cus tome r inte re s te d in e nrollme nt in the  LIAP  will firs t ca ll

Arizona -Ame rica n's  toll-fre e  cus tome r se rvice  numbe r a nd the n a sk to e nroll. With the5

6

7

8

customer's permission, Arizona-American's customer service representative will transfer

the customer's account information to $1 Energy and forward the customer's call to $1

Energy's call center to complete the application process.

9

10

l l

1 2

1 3

Next, a $1 Energy customer service representative will ask the customer to provide

relevant utility account information such as customer's name, address, phone number,

and utility account number. $1 Energy will then verify the information provided by the

customer with the account information provided by Arizona-American to determine if the

customer has an active water account with Arizona-American in its Sun City Water

District.1 4

15 Q- IF  THE  C US TO ME R  HAS  AN AC TIVE  WATE R  AC C O UNT WITH AR IZO NA-

16

17 A.

18

19

20

2 1

22

23

24

25

A.

AMERICAN, W HAT HAPPENS NEXT?

If the customer has an active water account with Arizona-American in its Sun City Water

District, the customer will then be required to fax or mail appropriate supporting

documentation to $1 Energy. To screen for income eligibility, the customer will be asked

to provide proof of income including wages, social security, pension, disability, alimony,

child support, interest on investment, or other forms of income. $1 Energy will also

accept the customer's proof of enrollment in other government-sponsored assistance

programs that use similar income guidelines. To show proof of age, the customer will be

required to submit a copy of his or her birth certificate, driver license, or another form of

government-issued identification proving the customer's age.
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1

2

3

4

5

$1 Ene rgy will a lso ve rify the  a pplica nt's  full-time  re s ide ncy s ta tus  by re vie wing the

applicant's  wa te r usage . Full-time  re s idency will be  de te rmined by reviewing usage  for a

customer over the  prior 36 months . Any customer who has  used less  than 2,000 ga llons

of wa te r for three  consecutive  months  during tha t time  will have  to provide  additiona l

informa tion to support his  or he r full-time  re s idency s ta tus .

6

7

8

9

10

A Sun city Water District customer will then be enrolled in the LIAP upon verification

of the documents by $1 Energy and the completion of the $1 Energy enrollment process.

Once the enrollment is complete, the customer will receive a letter of enrollment and the

LIAP guidelines along with conservation material. $1 Energy will then follow-up with

the customer within ten days to ensure that the customer received the information.

l l

12

13

14

15

16

17

18

Q, O NCE  A CUS TO ME R IS  E NRO LLE D, HO W WILL THE  CUS TO ME R

RE CE IVE  THE  DIS CO UNT?

Upon successful enrollment by the customer, $1 Energy will notify Arizona-American of

the application through $1 Energy's Online System for Customer Account Records

("OSCAR".) OSCAR will serve as a real-time portal of communication between

Arizona-American and $1 Energy. Upon Arizona-American's verification of the

customer account information provided via OSCAR, the customer will receive the

discount on the next billing cycle.

Q. HAVE YOU REVIEWED MR. TIM COLEY'S TESTIMONY ON BEHALF OF

RUCO CONCERNING LIAP?

19

20

21

22

23

A. Yes. Mr. Coley stated that an appropriate LIAP should: target the appropriate set of

customers, create material benefits for qualifying participants, not be overly burdensome

on non-participants, and be efficiently administered My testimony will address three of

A.

2 Direct Testimony of Tim J. Coley at 30:2 - 32:2.



a Docket No. W-01303A-07-0209
Arizona American Water Company
Direct Testimony of Cindy Datig
Page 8 of 10

1

2

the  four crite ria  s ta te d by Mr, Cole y. Mr. Brode rick's  te s timony will a ddre ss  whe the r the

LIAP is  ove rly burdensome  on non-pa rticipants .

3

4

Q. HOW DOES THE PROPOSED LIAP TARGET THE APPROPRIATE SET OF

LOW-INCOME SUN CITY WATER CUSTOMERS?

5

6

7

8

9

10

A. Sun City's demographic data shows that the vast majority of the Sun City residents are

retirees living on fixed incomes. In order to target the portion of the retiree community

for the benefits of the LIAP, it is appropriate to set a minimum age-eligibility criteria for

the LIAP in Arizona-American's Sun City Water District. This age eligibility will ensure

that the program targets, in a general way, customers deemed to be most in need of

financial assistance.

11

12

13

14

I was informed by Mr. Thomas Broderick that Arizona-American believes that seasonal

or part-time residents, customers who go on extended leisure travel, or customers who

own multiple homes are less likely to need LIAP, and thus, should not be eligible for

LIAP.

15

16

17

18

19

An assis tance  program should have  an income threshold appropria te  for the  community.

Afte r reviewing the  demographic da ta  for Sun City, I see  no reason to devia te  from the

norma l income  thre shold for LIAP  - tha t is , annua l income  be low 150% of the  FPIG.

The  income threshold will ensure  tha t the  most vulne rable  cus tomers  in the  Sun City

Wate r Dis trict rece ive  the LIAP discount.

20

21

22

23

24

Q. HOW WILL THE PROPOSED LIAP PROVIDE MATERIAL BENEFITS FOR

QUALIFYING PARTICIPANTS?

A. The 50% LIAP discount on the basic service charge will reduce Arizona-American's

monthly basic service charge from $8.20 to $4.10, thereby reducing the typical Sun City

Water District residential customer's monthly bill from $15.41 to $11.31 per month, a
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1

2

27% reduction in the overall monthly water bill. A 27% reduction to a qualifying

household's monthly water bill provides a significant benefit to that household.

Q, HOW WILL THE PROPOSED LIAP BE EFFICIENTLY ADMINISTERED?3

4

5

6

7

8

9

1 0

A. As I stated earlier, $1 Energy is an industry leader in creating and administering water

utility assistance low income programs. Our employees have years of experience in

administering various LlAPs. Furthermore, we have been working with American

Water's national customer service call center in Alton, Illinois on LIAP eligibility

verification since 1997. We know how to expeditiously and effectively interact with

American Water's Customer Service Department to deliver the results for Arizona-

American and its LIAP applicants.

Q- WHY IS IT APPROPRIATE TO LIMIT THE ENROLLMENT TO THE FIRST

1,000 ELIGIBLE CUSTOMERS?

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

A. It is wise for Arizona-American and the Commission to evaluate the costs, eligibility

guidelines, amount of discount, acceptability and overall effectiveness of a limited LIAP

before funding a more expanded LIAP. Publicly available data suggests that 19.5% of

the Sun City Water District households meet the eligibility criteria of the proposedLIAP.

Applying that percentage to the Sun City Water District's customer base of

approximately 22,000 customers suggests roughly 4,300 eligible participants. Based on

my prior experience administering other low-income programs, Arizona-American can

expect that less than one half of those eligible customers will elect to participate in the

LIAP. It is important to note that not every household that meets the established

eligibility criteria needs assistance paying monthly expenses. Further, as table 1 shows,

water is already relatively affordable in Sun City.

24 Q- HOW MUCH WOULD THE LIAP PROGRAM COST?
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l

2

3

4

5

6

7

8

A. Ignoring the aggregate amount of the resulting reductions in the monthly bills to the Sun

City Water District customers enrolled in the LIAP, Arizona-American will be required

to pay $1 Energy a $5,300 initial set up fee for the first three months of the program and

$2,500 per month thereafter. Hence, the on-going annual charge from $1 Energy is

$30,000. The fees charged by $1 Energy cover all the program administration expenses

including enrollment, income and guideline verification, and payment counseling. Also,

there will be additional costs to Arizona-American to supply outreach materials,

conservation kits, and seasonal bill inserts that promote the availability of the LIAP.

9

10

13

14

Q- HOW WILL THE COST OF THE PROGRAM BE RECOVERED?

Typically, the costs of a LIAP, including the amount of the monthly reductions to

customer bills, are recovered by the utility from a variety of sources, including increased

rates to the utility's customers, reductions in the utility's uncollectible accounts

receivables and charitable donations. Mr. Broderick will address this question more

specifically in his rebuttal testimony.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?15

16

A.

A. Ye s .
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Curriculum Vitae of Cindy Datig

Professional Experience

Dollar Energy Fund, Inc.
Pittsburgh, Pennsylvania 15203

1986-present

Executive Director.
Organizational oversight including managing administrative, programmatic, financial
operations and 40 staff Building strong community collaborations, maintaining relations
with regional and federal governments, forming corporate partnerships, talent recruitment
and retention, strategic leadership, obtain and oversee contracts, establish performance
measurements and goals, represent the organization on national, state and local levels,
development of innovative programs and entrepreneurial service projects, research,
designing performance measurements, advocacy, develop policies and legislation,
proposal writing, support the Board of Directors and it's committees.

Allegheny County Department of Community Services
Pittsburgh, Pennsylvania 15222

1985-1986

Community Program Supervisor.
Administrator of the federally handed Energy Assistance Program for the second largest
County in Pennsylvania. Coordination of Energy Assistance Program, supervising a staff
of 30, provide reporting for federal and local funding agencies and represent the
organization on numerous community Boards. Testify at budget hearings, public
spealdng, develop and critique legislation.

Director of the Free Summer Feeding Program
Supervised 150 temporary seasonal staff at 130 feeding sites including parks, schools,
and low-income housing sites. Developed RFP's, liaison with state funding agencies,
preparing budgets, writing proposals.

Mt. Le b a n o n  Ma n o r
Pittsburgh, Pennsylvania
Licensed Practica l Nurse .
Nurs ing of the  e lde rly. Supe rvis ion of support s ta ff

1978-1979

St. Francis Psychiatric Hospital
Pittsburgh, Pennsylvania
Licensed Practical Nurse.
Nursing care of the highly agitated psychiatric patients.

1977-1978

up
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Affiliations
Nationa l Low Income  Ene rgy Consortium (Cha ir-2005-pre sent)
Na tiona l Low Income  Ene rgy Consortium (Vice  Cha ir 1993-2005)
Na tiona l Fue l Funds  Ne twork (Cha ir 1990-1991) (Vice  Cha ir 1990-1995)
P e nnsylva nia  P ublic Utility Commiss ion Advisory Council (1995-pre se nt)
The  Pennsylvania  Energy Assis tance  and Weatheriza tion Coalition (1997-present)
The  Pennsylvania  Wea the riza tion Policy and Advisory Council (2004-present)
The Pegasus Project (2002-2007)

Education/ Training
BS, Public Administration-Point Park College 2001
Non~Profit Management Institute, Carnegie Mellon University-1994
The Leadership Pittsburgh Program-1990
Connelly Skill and Learning Center~Licensed Practical Nurse-1975-current

Awa rd s
Na tiona l Fue l Funds  Ne twork S is te r Pa t Ke lley Achievement Award-1999
P e nnsylva nia  P ublic Utility Commiss ion Appre cia tion Awa rd-200 l
Na tiona l Fue l Funds  Me dia  Fa ir-l995-2005
The  Na tiona l Victorine  Q. Ada ms  Awa rd-2004
2004 Athena  Award Fina lis t
Pe ople  Do Ma tte r Awa rd Fina lis t

National Research Project
Co-Audmor of a report providing background information and perspectives on Low-
Income Water Assistance Programs~A report to the Water Utility Council of the
American Water Works Association.

Testimony provided to the following:
Department of Welfare
U.S. Congress Subcommittee
Arizona American Water
Pennsylvania American Water
Duquesne Light Company
Pennsylvania Public Utility Commission
Pennsylvania State House of Representatives
Pennsylvania State Senators

4
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EXECUTIVE SUMMARY

3
4

mIn his rejoinder testimony, Joseph E. Gross responds to Staffs testimony that the estimated cost
Eis too high for the Sun City Ere-How improvements. Mr. Gross agrees that the estimated cost for
la tire hydrant replacement is too high, if it is completed at the same time as an associated main
replacement.

8
9

10
11

'Mr. Gross testifies that Staffs estimate is otherwise too low, to the extent that it relies on the
;2004 Brown & Caldwell engineering estimate associated with the Sun City District Fire Flow
9 Study. The Brown & Caldwell estimate requires four adjustments to more accurately
approximate expected project costs over the period 2009 to 2012.

The Brown & Caldwell estimate did not include any construction contingencies for
utilities conflicts, traffic control, and other unexpected costs. The construction budget
should include 15% of the construction costs as a contingency cost.
Brown & Caldwell's estimate did not take into account the design engineer's
construction-administration costs associated with the Fire Flow Project. The estimate
should include 10% of the construction costs for construction administration.
The estimate should incorporate Arizona-American's internal costs, such as labor, labor
overhead, general overhead, and AFUDC. This is estimated at l5% of the construction
cost.
Brown & Caldwell's estimate was based on 2004 construction costs. This does not
reflect the inflated project construction costs, assuming a start date in 2009 and an
estimated completion date in late 2012. The estimated costs of each project were inflated
to the years when the costs are expected. The inflation factors used in the revised
estimate are based upon Engineering News Record's construction cost index.

38
29

aBased on theseadjustments,Mr. Gross sponsored Exhibit JEG-RJI,Revised Sun City Fire Flow
Improvement Project Cost Estimate.

31
32
33
34
35

Mr. Gross also responds to RUCO's witness, Ms. Diaz Cortez. Mr. Gross explains that existing
pressures in the Sun City System are adequate, undernormal operating conditions. However, it
his not a normaloperating condition to provide water flows and pressures to support fire-fighting
efforts. Fire-flow requirements place an extreme demand on the existing system, which the
system cannotmeet. The recommended improvements would rectify the existingsituation.

37
38
39
40

i3Mr. Gross also explains that the Sun City and Paradise Valley water systems are configuredquite
Ediiferently. Because of thesedifferences, to support fire flows the ParadiseValley system
requires the installation of I2-inch mains, while, in Sun City, Arizona-American will onlyneed
Ito install additional hydrants, connect existing mains to create redundancy, and upside 4-inch
mains to 6»inch mains.

4

5

8

2.

4.

3.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is JosephE. Gross. My business address is 19820 N, 7111 Street, Suite 201 ,

Phoenix, Arizona 85024, and my telephone number is 623-445-2401 .

BY WHOM ARE YOU EMPLGYED AND IN WHAT CAPACITY?

I am employed by Arizona American Water ("A1izona-American") as Director of

Engineering for Arizona, New Mexico, Hawaii, and Texas.

9 iQ. PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES IN ARIZONA AS

THE DIRECTUR OF ENGINEERING.

I am responsible for the planning, programming, and project delivery of Arizona-

American's capital program, first providing input to the budgeting process, then

providing oversight of the design and construction contracts to ensure compliance with

assigned budget and schedule. One of the capital projects I oversee for Arizona-

American is the implementation of the Paradise Valley Fire Flow Improvement Program.

16 Q. DESCRIBE YOUR EDUCATIONAL BACKGROUND.

I received a Bachelor of Science degree firm the United States Military Academy in civil

engineering and a Master of Sciencedegree Nom the Ohio State University inGeodetic

Science.

20 Q. HAVE YOU HAD ANY OTHER FORMAL TRAINING?

I attended two-weeksenior executive management training programs atCarnegie Mellon

University in 1986 and at ArizonaStateUniversity in 1994.

23 in. PLEASE DESCRIBE YOUR PROFESSIDNAL EXPERIENCE.

in
4
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I jo ine d Arizona -Ame rica n in  Octobe r 2004. l wa s  pre vious ly e mploye d by the  City of

S cotts da le  for fourte e n ye a rs  in the  pos itions  of Ca pita l P roje ct Ma na ge me nt Dire ctor,

Wa te r Ca mpus  P roje ct Dire ctor, a nd Wa te r Re s ource s  Dire ctor. Be fore  tha t, I ha d

e xte ns ive  fie ld-le ve l a nd e xe cutive -le ve l e xpe rie nce  in the  US  Army Corps  of Engine e rs ,

including la rge  proje cts  loca te d in the  Unite d S ta te s , Ira n, a nd S a udi Ara bia . Among

othe r re s pons ibilitie s , I s upe rvis e d the  Corps ' e xte ns ive  flood-control proje cts  in the

P hoe nix me tropolita n a re a  from 1979 to 1982.

8 Q. ARE YOU A REGISTERED PROFESSIONAL ENGINEER?

I am a registered Professional Engineer in the states of Arizona and Pennsylvania,

10 Q.
1

i HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

I submitted testimony in Arizona-American's White Tanks Hook-up Fee Application

(Docket No. W-1303A-05-0718), arsenic-cost-recoverymechanism("ACRM")case for

its Agua Fria, Sun City West, and Havasu Water Districts (Docket No.W-01303A-05-

0280, et. al), and Paradise ValleyWaterDistrict rate case (Docket No. W-0]303A-05-

0405).

17 Q.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedesmy rejoinder testimony.

III SUN CITY FIRE FLOW COST ESTIMATE

HAVE YOU REVIEWED STAFF'S TESTIMONY CUNCERNING THE

PREVIOUSLY SUBMITTED SUN CITY FIRE FLOW COST ESTIMATE?

Yes. Ms. Hairs estimated that the fire-flow project would cost $2.7 million. This is

substantially less than the $4.9 million estimate provided by Mr. Broderick in his direct

testimony.

\»

19

20 Q.
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HOW DID Ms . HAINS  ARRWE AT HER $2.7 MILLIO N E S TIMATE ?

I believe Ms. Hains based her estimate on the $3.1 million Sun City Water Fire Flow

Improvement Project ("Fire Flow Project") cost estimate, which was discussed inMr.

Biesemeyer's direct testimony. This estimate was originally created by the engineering

firm of Brown & Caldwell as part of its 2004 Sun City Water District Fire Flow Study.

Ms, Hairs generally accepted Brown & Caldwell's estimate, except for the cost of fire-

hydrant replacement, which Ms. Hains believed was too high. She reduced this cost by

$400,000 to arrive at her $2.7 million estimate.

Q- DO YOU AGREE WITH m s . HAINS '  $2 .7  MILLION ES TIMATE?

No. Ms , Hains ' es timate is  too low.

Q~ WHY IS Ms . HAINS' ESTIMATE FOR THE FIRE-FLOW PROJ ECT T00

LOW ?

To evaluate Ms. Hairs' opinion, I first reviewed Brown & Caldwell's 2004 cost estimate

of $3.1 million, I then reviewed Exhibit TMB-1, attached to Mr. Broderick's direct

testimony. Because Brown & Caldwell's estimate was based on a 2004 project

completion date, Mr. Broderick updated the Brown & Caldwell estimate to $4,896,l26,

based on assumed inflation Fates and a 2012 project-completion date.

Ms. Hains raised some valid issues and three years have passed since the Study was

completed, so I decided that it would be useful to update the 2004 engineering estimate,

based on current data and our best projection for completing the project. I have worked

directly with Brown & Caldwell to revise the project cost estimate.

22 Q- WHAT IS THE REVISED SUN CITY FIRE FLOW IMPROVEMENT PROJ ECT

COSTESTIMATE?

h

h
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I My revised Fire Flow Project cost estimate is $5,l 18,000. I have attached my revised

2 es timate  as  Exh ib it J EG-RJ  I .

3 Q, WHY IS THE REVISED ESTIMATE HIGHER THAN THE ESTIMATE

4 CONTAINED IN THE 2004 SUN CITY WATER DISTRICT FIRE FLOW

5 S T UDY?

6

7

8

9

1 0

12

13

14

After reviewing the estimate contained in the Fire Flow Study and numerous discussions

with Brown & Caldwell, I made four adjustments to better reflect the total costs of the

Fire Flow Project. First, I learned from Brown & Caldwell that the estimate did not

include any construction contingencies for utilities conflicts, traffic control, and other

unexpected costs. Based on my experience, a construction program of this magnitude

will incur costs associated with re-routing or altering mains and hydrants locations to

avoid conflicts with existing utilities, setting up traffic control notices and barricades, and

other unforeseen costs during construction. I believe it is reasonable to budget 15% of

the construction costs as a contingency cost.

15

1 6

17

18

1 9

Second, Brown & Caldwell's estimate did not tice into account the design engineer's

construction-administration costs associated with the Fire Flow Project. These costs

include responding to contractors' requests for clarification of the engineer's plans and

reviewing submittals for purchase of pipe, hydrants, etc., to insure the equipment meets

contract specifications. After reviewing the project scope, I estimated 10% of the

construction costs for construction administration.20

2 1 Third,I added the company's internal costs, such as labor, labor overhead, general

22 overhead, and AFUDC. This is estimated at 15% of the construction cost.

23

24

Fourth, Brown & Caldwell's estimate was based on 2004 construction costs. The

estimate does not reflect the inflated project construction costs, assuming a start date in

s

A.

A.

s



!Docket No. W-ol303A-07-0209
Arizona-American Water Company

i Rejoinder Testimony of Joseph E. Gross
[Page 5 of 6

2009 and an estimated completion date in late 2012. I therefore inflated the estimated

costs of each project to the year when Arizona~American expects to incur such costs.

The inflation factor used in the revised estimate is based upon the Engineering News

Record's past construction cost index,

Q, DO YOU AGREE WITH STAFF THAT "IT IS PREMATURE TO ESTABLISH

OR ARGUE FOR A SPECIFIC COST" FOR THE FIRE FLOW PROJECT?

Yes. Exhibit JEG-RJI is an estimate based on the best information available today. Mr.

Broderick will address thismatter filrther.

YOU PREVIOUSLY DISCUSSED Ms. HAINS' OPINION THAT THE

ESTIMATE WAS TOO HIGH FOR FIRE HYDRANT REPLACEMENTS. DO

YOU AGREE?

Yes, in part. I agree that some restoration costs, such as landscaping and repaving, may

be saved when constructing pipeline and hydrant replacements simultaneously. I also

reviewed Mr. Cole's testimony. I agree with his estimated cost for fire hydrant

replacement, if there will be no associated pipeline replacement. Therefore, I reviewed

the Fire Flow Sandy, identified those hydrant replacements which may be installed

simultaneously with pipeline construction, and reduced the costs of these hydrants to the

amount recommended by Ms. Hairs.

Of course, Arizona-American will, to the extent practicable, do its best to reduce

restoration costs associated with the Fire Flow Project.

21 Q- DO YOU AGREE WITH Ms. DIAZ CORTEZ FOR RUCO THAT FIRE-FLOW

IMPROVEMENTS ARE NOT NEEDED IF EXISTING PRESSURES ARE

ALREADY ADEQUATE?

A.

5
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l

2

3

4

5

6

7

A. No. It is true that existing pressures in the Sun City System are adequate,under normal

operating conditions. However, it is not a normal operating condition to provide water

flows and pressures to support fire-fighting efforts. Fire-flow requirements place an

extreme demand on the existing system. Pipes with diameters less than 6-inches cannot

deliver the required fire flow and still maintain sufficient pressure to protect the

remainder of the water system. Dead-end pipes also cannot deliver the required fire

flows. The recommended improvements would rectify the existing situation.

8

9

10

1 3

14

1 5

16

1 7

Q- Ms. DIAZ CORTEZ ALSO QUESTIONS THE NEED FOR 12-INCH MAIN

REPLACEMENTS IN PARADISE VALLEY, IF 10-INCH MAINS OR SMALLER

ARE SUFFICIENT TO DELIVER DESIRED FIRE FLOW IN SUN CITY. CAN

YOU CLEAR THIS UP?

Yes. The  short answer is  tha t the  Sun City and Paradise  Valley wate r systems a re

configured quite  diffe rently. The  Pa radise  Va lley sys tem has  only one  source  of wa te r a t

the  fa r end of the  system, with no la rge-s ized backbone  mains  to convey the  wate r for

delivery. Furthermore , the  Paradise  Valley system has 10 separa te  pressure  zones tha t

share  no pumping and s torage  capacity. All these  factors  contribute  to the  need to ins ta ll

12-inch mains  in the  Paradise  Va lley sys tem to genera te  the  des ired fire  flow.

18

19

20

21

On the other hand, the Sun City system has an 18-inch backbone main, with numerous

water sources placed throughout the system. Therefore, in Sun City, Arizona-American

will only need to install additional hydrants, connect existing mains to create redundancy,

and upside 4-inch mains to 6-inch mains to achieve the desired fire flow.

Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?22

23 A. Ye s .

A.

s
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REVISED SUN CITY FIRE FLOW IMPROVEMENT PROJECT COST ESTIMATE

Total CostProject # Description
2009
I
3
4
4a
5a
Total - 2009 Dollars

Sun City/Youngtown Pressure Reducing/Pressure Sustaining Vive Modifications
Youngtown Neighborhood Commercial - lath Avenue south of Youngtown Ave
Youngtown Residential
Youngtown - Install fire hydrants on existing pipe
Install Fire Hydrants on existing piping

$
$
$
$
s
s

17,000
95,000

122,000
474,000
408,000

1,116,000

2010
4b
5
6
Total - 2010 Dollars

Youngstown - Install new 6" pipe for fire hydrants
Sun City Residential
city of Peoria - Paradise MHP

s
s
s
$

460,000
589,000
141 ,000

1,190,000

201]
4b Youngtown - Install new 6" pipe for firehydrants
5b Sun City - 6" piping and Ere hydrants
Total - 2011 Dollars

$
S
s

749,000
529,000

1,278,000

2012
Cb Sun City - 6" piping and fire hydrants
5b Sun City - Install new 6" pipe for fire hydrants
2 Piping Improvements - Youngtown Commercial
Total - 2012 Dollars

$
$
$
s

289,000
806,000
439,000

1,534,000

Total Dollars: 2009-20i'l̀  JO \ s 5.118.000

4
4

l1
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E XE C UTIVE  S UMMAR Y

In his  direct te s timony Thomas  M. Brode rick te s tifie s  a s  follows :

Mr. Broderick first summarizes Arizona-American's 29.53% rate increase request in this rate
case.

Mr. Broderick discusses the rate ("Public Safety") surcharge proposal for the fire-flow
improvement projects described in the testimony of Arizona-American witness Mr. Brian
Biesemeyer, for which Commission pre-approval is needed. He also sponsors the request to
recover certain capitalized expenses, which were previously incurred pursuant to Commission
Decision No. 67093 to study fire flow projects in Sun City. This is shown in line 6 of income
adjustment JMR-10 and in test year actual deferred debits. He proposes a deadline for tiling the
next Sun City Water rate case of May 3 l , 201 l, so that the fire-flow surcharge can cease (or at
least be reduced) and the fire flow plant completed to-date can be permanently placed in rate
base.

Mr. Broderick discusses an alternative low-income program for Sun City. This would replace
the program approved in Decision No. 67093, which was never implemented.

I
2
3
4
5
6
7
8
9

10

12
13
14
15
16
17
18
19
2 0
21
2 2
23
24

Mr. Broderick next discusses line 10 of income adjustment JMR-10 and rate base adjustments
TMB-5 and TMB-6 for amortizations of imputed contributions and advances, per an earlier
Commission Order.

25
26
27
28
29
30
3]

Mr. Broderick next discusses rate case expense ($l50,000 request) and sponsors income
adjustment TMB-l l. He next discusses line 14 of income adjustment JMR-9 .- a 23.5% property
tax assessment ratio for 2008, per state law established in H.B 2779. He then updates the
Commission on the status of the Groundwater Savings Program. Finally, he notes that rate base
adjustment JMR-7 fully removes the Citizens acquisition adjustment otherwise allocated to Sun
City.

b
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l

2

3

4

5

I INTRODUCTION AND QUALIFICATIONS

Q» PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Thomas M. Broderick. My business address is 19820 N. 7th Street, Suite

20] , Phoenix, Arizona 85024, and my business phone is 623-445-2420.

6

7

8

9

Q~ IN  WHAT  C AP AC IT Y AND B Y WHO M AR E  YO U E MP LO YE D?

I am Manager, Rates & Regulatory Affairs for American Water, Western Region.

Arizona-American Water Company ("Arizona-American" or the "Company") is a

wholly-owned subsidiary of American Water.

Q, P LE AS E  DE S C R IB E  YO UR  P R IMAR Y R E S P O NS IB ILITIE S  F O R  THE

l

10

I I

12

3

14

A,

COMPANY .

I manage water and wastewater rate cases in Arizona and Texas including overall

responsibility for interactions with the Arizona Corporation Commission ("Commission")

and I co-manage community relations in Arizona.

15

16

17

18

19

20

21

22

23

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND

EDUCATION.

For more than 20 years before joining the Company in2004,I held various management

positions in the electric-utility industry with responsibilities for regulatory and

government affairs, corporate economics, planning, load forecasting, finance and

budgeting with Arizona Public Service Company, PG&E National Energy Group and

Energy Services, and the United States Agency for International Development. I was

employed at APS for nearly 14 years as Supervisor, Regulatory Affairs, then Supervisor,

Forecasting, and then Manager, Planning. I was designated APS' Chief Economist in the

'Arly l990's. For PG&E National Energy Group, I was Director, Western Region -

*xtemal Relations. For USAID, I was Senior Energy Advisor to Ukraine.

A.

A.

A.

h
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I

2

I have a Masters Degree in Economics from the University of Wisconsin .- Madison and

a Bachelors Degree in Economics from Arizona State University.

3

4

Q.

A.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

Yes, on many occasions.

5

6

ll PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?Q.

7 Please refer to the Executive Summary, which precedes my direct testimony.

Ill APPLICATION

WHAT IS ARIZONA-AMERICAN'S RATE INCREASE REQUEST?Q-

8

9

10

12

13

14

A. Arizona-American seeks a rate increase of 29.53 percent for our Sun City Water District

customers. The increase is neededto recover certain Commission-approved deferred

items, increases in plant in service since the last test year (2001), increases in operating

and maintenance expenses, again, since 2001, and increases to the Company's cost of

capital.

15

16

17

The increase in residential rates is 29.0l%. The average existing residential bill for the

5/8 inch by % inch meter is$l3.91. Even after the rate increase, water rates in Sun City

District will remain among the lowest in the state.

1 8

1 9

2 0

To support its case, Arizona-American also submits the testimony of Brian Biesemeyer,

our general manager for Sun City, and senior rate analysts Joel Reiker and Linda

Gutowski.

21

22

Q~ PLEASE DESCRIBE SOME OF THE ECONOMIC AND DEMOGRAPHIC

CHARACTERISTICS OF THE SUN CITY WATER DISTRICT.

A.

h
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2

3

4

5

6

7

8

9

A, The Sun City Water District is essentially built-out with little or no new customer growth

anticipated. According to 2000 U.S. Census data contained in a report ASU prepared for

Arizona-American, 74.5 percent of Sun City District's residents were 65 years of age or

older. Sun City's mean household income was $41 ,293 or 79% of the statewide

household average of $52,565. According to ASU, the cost of 5,000 gallons of water per

month at Arizona~American's existing Sun City water tariff requires only 0.3 percent of

the mean Sun City household income. This is a low burden for the mean household and

is due to the fact that Arizona-American's existing water tariffs for Sun City are the

lowest of any of the Arizona districts we serve and among the very lowest in Arizona.

On the other hand, a significant percentage of elderly Sun City District residents have

household income well below the mean and for which the share of income necessary to

pay water bills is much greater. Various federal agencies have established that water bills

requiring less than 2.5% of the share of household income are affordable. And while the

water rates proposed by Arizona-American do not result in exceeding this threshold for a

range of low incomes, we are suggesting that a low~income program could be

appropriate. I ask that the parties in this case indicate in their initial testimony whether

they support a low-income program. If there is support for such a program, Arizona-

American will submit a detailed program as part of its rebuttal case.

1 9 Q. DOESN'T ARIZONA-AMERICAN ALSO HAVE A SUN CITY WASTEWATER

21

I

IA.

RATE CASE PENDING?

Yes, with a hearing scheduled for August 23, 2007. We held off filing this new water

rate case to keep rates lower for longer. We also needed to evaluate the Commission's

decision in the Paradise Valley rate case .- which we now have - concerning fire-flow

improvements, in order that the Sun city request would be consistent with that precedent,
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I

2

3

4

5

IV SURCHARGE FUR FIRE FLUW PROJ ECTS

Q- WHAT IS  ARIZONA-AMERlCAN'S  PROPOSAL TO IMPRQVE FIRE FLOWS

6

7

8

9

IN SUN CITY WATER DISTRICT?

Arizona-American asks that the Commission pre approve certain Ere flow improvement

projects and also 8l»l>t<>ve an associated rate surcharge mechanism to recover these capital

costs. These fire-flow improvement projects are described in the testimony of Arizona-

American witness Brian Biesemeyer, His testimony supports a multi-year, phased

construction schedule, which he proposes to start in 2009 and continue to at least until

20]2,

10

12

8

14

15

It is my intention for this project to be transparent to Sun City District customers with

respect to project timing, future costs and future rates so that customers can continue to

evaluate their preferences regarding this project and communicate to the Commission

during the conduct of this case. The actual associated rate increases will only become

known as each phase of the project's construction is completed and actual costs are

known.

Q. IS  YOUR RATE PROPOSAL IDENTICAL TO THE FIRE FLOW PRECEDENT16

17

18

19

2 0

A.

21

22

23

24

25

A.

FOR PARADISE V A L L E Y ?

No. Arizona-American proposes to recover the costs of these projects as revenue

requirement and not as contributions ("CIAC"), because this type of recovery would

cause rates to be higher in the near-term. The Paradise Valley rate case decision created

two new fire-flow surcharges accounted for as contributions in aid of construction. In

Paradise Valley, we will generally be spending the CIAC-generated funds for fire-flow

projects as we receive them. We expect Paradise Valley customers to continue paying

for their projects for nearly five more years under current approved rates, with each

project fully funded shortly after construction is complete.



111111111111111 II

Docket No. W-01303A-07-
Arizona-American Water Company
Testimony of Thomas M. Broderick
Page 5 of 15

l

2

3

4

5

6

7

8

9

By contrast, for Sun City we are asking to fund the projects based on a typical revenue-

requirements approach. Arizona-American would initially fund the projects and then

recovers costs over the life of the assets up to 40 years. With the longer recovery

period, the initial rate impact on customers is much lower in the early years than with the

CIAC rate treatment implemented in Paradise Valley. A number of our customers in

Paradise Valley District have indicated to us that the CAIC method resulted in too large

of a rate increase. Furthermore, Sun City Water District already exhibits significant

water conservation and, therefore, lacks a basis for a high-block conservation-based

surcharge ala Paradise Valley.

10

3

14

15

16

17

18

Q. WHAT SIMILARITIES TO PARADISE VALLEY ARE YOU PROPOSING?

I propose a "tire flow" rate surcharge mechanism that would be transparent on each

customer's bill. All revenue it generates would be applied to recover revenue

requirement related to completed fire flow projects, The surcharge mechanism would

begin with a Step-l filing to be made following the completion of phase l of the project

and so forth for subsequent phases. There would be up to four total step increases

possible until completion of the next Sun City Water District rate case to be filed by May

3 l , 20] l. The surcharge would presumably cease following the establishment of new

permanent rates in the 20] l rate case (decision anticipated September 2012).

Q~ WHAT ARE THE MAJOR FEATURES OF THE PROPOSED FIRE-FLOW

SURCHARGE MECHANISM?

19

20

2 l

22

23

24

25

A.

A. The surcharge would operate nearly identically to the Commission established "ACRM"

surcharge, except that it would have more step increases and a provision for automatic

implementation of a step increase 45 days after filing. During the 45 days, Staff and any

interveners would have the opportunity to file exceptions and if there were no exceptions

filed or Arizona-American accepted the exceptions proposed, the step increase would be
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1

2

3

4

a utoma tica lly e ffe ctive  without furthe r Commiss ion a ction. In a ny e ve nt, the  inte ntion

would be  to implement ra te s  not more  than 90 days  following filing. For example , 93

days  lapsed from filing to e ffectiveness  in the  recently approved Pa radise  Va lley ACRM

Step-l increa se .

5

6

7

8

9

10

If this 45-day automatic rate feature is not acceptable to the Commission, the Company

requests approval to record post-in service AFUDC on the associated fire flow plant in

order that Arizona-American is not harmed in the period, if any, until rates can be

implemented. Arizona-American learned during the six-month delay in the Havasu

Water District Step l ACRM that general issues (e.g., affordability) can arise subsequent

to the generic approval of a surcharge mechanism, yet prior to the implementation of a

specific step increase.

1 2

1 3

1 4

Q~ WHAT IS YOUR ESTIMATE OF THE TIMING AND MAGNITUDE OF THE

SURCHARGE?

Exhibit TMB-1 shows the cost and timing of each phase of the fire flow project. These

are based on the costs contained in Mr. Biesemeyer's schedule, which are in 2004 dollars,

I then escalate the 2004 dollar costs ($3,080,l02) to construct these projects forward into

the future (10% annual inflation for 2005 and 2006 and 6% annual inflation assumption

thereafter) and then translate those costs into a rate-surcharge proposal. The associated

surcharge step increases, expressed as a percentage ofexisting adjusted test year

revenues, are:

u

A.

2009

2010

201 l

2012

2.1%

2.3%

2.4%

3.6%
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I

2

3

4

These increases would likely occur in December of each year. Hence, with a rate case

filing deadline of May 3 l , 201 l, the fourth step increase may occur as a base-rate

increase at the end of the project rather than a fourth step increase in December 2012, but

this keeps options open for now,

5

6

7

8

These increases are larger than those contained in the Task Force report because the

project dollars in that report were expressed in 2004 dollars. With the construction

expected to occur during 2009-2012, we must reflect inflation occurring from 2005 to the

project year.

9

10

12

13

Q- WHAT HAS ARIZONA-AMERICAN SPENT T0-DATE ON THE SUN CITY

FIRE FLOW PROJECT?

We spent and deferred $0.193 million at the time of the task force study to produce the

preliminary design and project priority sequencing. Line 6 on income adjustment JMR-

10 amortizes these expenses over 33 years and the test year amount for deferred debits

already includes this item.

1 5 IQ. IS THERE AN ENTITY THAT IS WILLING TO FUND SUN CITY FIRE FLOW

IMPROVEMENT PROJECTS AS A CONTRIBUTION?

17 IA. Not to the best of my knowledge. Sun City itself is unincorporated. And while

Youngtown is a municipality, it has indicated it lacks available funds to contribute to this

project. Mr. Brian Biesemeyer testifies that fire hydrants have multiple uses. It is my

understanding that the Gift Clause requires that assets contributed by a municipality to a

private entity must not also have a private use.

e

|

22 Q.I

A.

WHY CAN'T ARIZONA-AMERICAN JUST WAIT UNTIL THE PROJECTS

ARE COMPLETE AND APPLY FOR THE ASSOCIATED RATE INCREASE?
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1

2

3

4

5

6

7

8

9

10

11

12

13

Arizona-American's present financial condition is so difficult that it cannot undertake

any discretionary capital investments in Arizona without immediate rate recovery.

Arizona-American's equity shareholder, American Water, is supporting Arizona-

American through these difficult times with infusions of equity. American Water made

an equity investment in March 2006 for $35 million and will make another $15 million

investment in the first half of 2007. This will again bring our equity ratio temporarily

above the minimally acceptable 40% target. By now it's a familiar story, but Arizona-

American has very substantial investment ($l25 million) dating back to the late l 990's,

which is not yet in rate base. Furthermore, very substantial refunds are due to Anthem's

developer, Pulte Homes, in 2008. This is on top of the arsenic investment requirements

we completed in 2006. We have also done our best to provide our customers and the

Commission with a viable proposal to increase hook-up fees in our Agua Fria Water

District to finance a major surface water treatment facility.

14

15

16

17

18

The surcharge mechanism I propose would be implemented 45 days after a tiling

containing supporting information upon completion of a phase of construction, whereas a

rate case would take a minimum of 14 months following completion of a phase of

construction. Even if post-test year rate treatment was permitted, we would still wait

more than a year. Furthermore, requiring a rate case for each phase of construction

would tax the resources of Arizona-American, the Commission, and interveners.1 9

20

21

22

23

24

4.

Therefore, if the Commission denies our fire-flow request and does not otherwise provide

pre-approval and an equitable surcharge mechanism, Arizona-American will be unable to

undertake this discretionary tire-flow improvement project, at least not for many more

years. At a minimum, we would need to wait until the next Anthem rate case is finished

and the Agua Fria Water District surface water treatment plant has been competed, and
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1 then assess the Colnpany's financial resources and reevaluate the local demand for the

2 projects .

3 Q- WHY DIDN' T ARIZO NA-AME RICAN S TART THE S E  P RO J E CTS  E ARLIE R?

4

5

6

7

8

9

10

1 2

.1

A number of reasons contributed to Arizona-American not undertaking this project in

2006 following the filing of the task force report in mid-2005. First, it was difficult to

accurately assess the extent of community awareness and support and communicate.

Second, there were already too many expensive projects underway, especially our

extensive arsenic-remediation facilities construction. Third, the fire flow project in

Paradise Valley proved to be much more complicated from a rates/regulatory approval

standpoint than anticipated and that has continued well past the closure of that rate case.

Fourth, the City of Bullhead is now urging a similar fire-tlow improvement project and

so we need to be clear on who goes first and why. HM, it would have required that this

rate case be filed earlier, perhaps as part of the current Sun City Wastewater District rate

1 4 case.

1 5

1 6

17

I encourage the Sun City District community to speak directly with the Commission

regarding their support for or opposition to the proposed fire flow project in the conduct

of this case and we stand ready to assist with this process.

18 Q. ARE  THE RE  ALTE RNATIVE S  TO  THE  P RO P O S E D FIRE -FLO W

19 SURCHARGE TO CONSIDER?

20 A.

21

0

n

22

23

2 4

Z5

A.

Possibly, but hook-up fees are not viable, as there is little or no customer growth in the

Sun City District. And while we are not set against a fire-flow surcharge being treated as

CIAC, the Commission would have to approve post in-service AFUDC on any project

expenses in excess of CAIC and additional community input would be important as the

community is expecting the lower rate increases associated with a revenue requirements

calculation. It might be possible to slow the four-year construction timeline to allow
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1

2

CIAC surcharge proceeds to accumulate over a longer period, but that would delay the

public safety benefits of improving fire flows.

3

4

5

6

Q, WHY SHOULD THE CDMMISSION DEPART FROM TRADITIONAL

RATEMAKING FOR THESE PROJECTS?

If the Sun City community broadly supports these projects, then the Commission should

depart from traditional ratemaking

0- HAS THE COMMISSION PREVIOUSLY APPROVED REQUESTS BY

ARIZONA-AMERICAN FOR PROJECT PRE-APPROVAL OR TO REDUCE

7

8

9

10

12

13

14

15

REGULATORY LAG?

Yes. Arizona-American has successfully utilized the Commission's ACRM procedure to

begin earlier the recovery of over $45 million in new arsenic-treatment facilities, all of

which have entered service within the last year. In its Paradise Valley Water District, the

Commission included post-test-year plant in rate base and approved innovative

conservation and public-safety surcharges to fund approximately $15 million in new fire-

flow investment.

16

17

18

19

2 0

2 1

22

23

24

v

Q-

NEW LOW INCOME PROGRAM

WHY IS ARIZONA-AMERICAN SUGGESTING THAT A NEW LOW INCOME

PROGRAM MIGHT BE APPROPRIATE IN ITS SUN CITY WATER DISTRICT?

We are suggesting a new program because the earlier Commission-approved low-income

program was flawed and never implemented. In Decision No. 67093 (dated June 30,

2004, at page 48, lines 13-25), the Commission approved a low-income program for the

Sun City Water District that permitted a waiver of the "CAP" surcharge for those

residential customers on a 5/8 inch and % inch meters with incomes below 150 percent of

the federal poverty guidelines.

h

4.

A.
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l

2

3

4

5

6

7

8

9

10

11

This low income program was not implemented. The CAP surcharge, officially known

as the "Groundwater Savings Fee (GFS-I tariff)" for residential customers is a modest

$1 .08 per month, hardly a significant amount for a low income person qualifying for the

program. I suspect Arizona-American had anticipated this surcharge increasing

significantly as a result of a proposed project known as the groundwater savings pipeline

project. To this date, construction of the groundwater savings project - a pipeline project

...- remains highly uncertain, so that waiving the surcharge would be unlikely to provide

any material benefit, now or for the foreseeable future. Yet, we are concerned about the

impact of higher water rates on elderly residents in Sun City District and elsewhere and

wish to now disentangle the low income program from the CAP surcharge. At a

minimum, we request the Commission terminate the existing program .

12

in

Q- IF THE COMMISSION DECIDED TO IMPLEMENT A NEW LOW~INCOME

14

15

16

17

18

19

PROGRAM, WHAT SHOULDBE THE KEY FEATURES?

I recommend that the program provide a much larger, say, 75% discount on the monthly

basic service charge for eligible customers up to the first 1,000 customers to enroll in the

program. To be eligible, the customer of record must be 65 years of age or older, have

income less than 150% of the federal poverty level, and not have a water meter larger

than one inch. The name of record on the account must be the same as the person for

which income is verified. The last two requirements will ensure that the program does

20 not apply to condo or homeowner associations. The Sun City District has several

thousand water accounts in the name of homeowner or condominium associations. The2]

22

23

24

25

water bills are sent to the associations and the costs are recovered as dues from owners

only after they are combined with many other costs (e,g., lawn service, community pool

service, etc). The effect of the water discount would be diluted for the qualifying

individual if spread across an association's members. In any event, the majority of a

homeowner/condo association's owners would not be eligible.26

A.

h
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1

2

3

4

Q . WHY ARE  YO U HE S ITANT TO  P RO P O S E  THIS  NE W LO W-INCO ME

5

6

7

PROGRAM?

I am hesitant because I am not familiar with the previous case history, which resulted in

the creation of the never-implemented low income program. I also am concerned that

other communities we serve (e.g., Havasu and Mohave Districts) may be more deserving

of a low income program. The water rates in Sun City - even after the rate increase -

will still be relatively low and should not burden household income in any official sense.

8

9

10

12

The federal guidelines for 2006 for poverty are $13,200 annual income for a two-person

household. This is equivalent to a $1 ,100 per month. The average proposed residential

monthly bill is $17.78 or l .6% burden on income assuming that such a household uses

the average amount of water. For a two-person household with 150% of the annual

income guideline, the burden is l.1%. This compares to a federal affordability guideline

for water of 2.5%.;3

14

15

16

17

18

Q- WHAT ARE OTHER P ROGRAM DETAILS , J US TIFICATIONS , AND COS TS ?

If the Commission and interested parties wish to review a low income proposal from

Arizona-American, based on the key features described above, we can later submit

rebuttal testimony by Ms. Cindy Datig, Executive Director, Dollar Energy, a low income

administrator for American Water's low income programs in other states.

Q. HO W WO ULD ARIZO NA-AME RICAN P RO P O S E  TO  RE CO VE R THE  CO S TS

O F  THE  LO W INCO ME  P RO G RAM?

19

20

21

22

The tariff discounts and program costs would need to be recovered from other Sun City

District customers.

A.

A.
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2
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4

5

6

7

8

9
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A.

VI IMP UTE D C O NTR IB UTIDNS  & ADVANC E S

Q- P LEAS E DIS CUS S  THE ADJ US TMENTS  TO REFLECT IMP UTED ADVANC E S

AND C O NTR IB UTIO NS  R E F LE C TE D ON S CHEDULE B-1  RATE BAS E AND

S CHEDULE c-z_

Decis ion No. 63584 (April 24, 2001) adopted a  se ttlement agreement which requires  the

imputa tion of a dva nce s  in a id of cons truction ("AlAC") a nd contributions  in a id of

cons truction ("CIAC") in future  ra te  proceedings  applicable  to the  former Citizens

Districts . This  is  the  same se ttlement discussed a t length in the  recent Mohave  ra te  case .

Both S ta ff and RUCO honored the  se ttlement, a lthough with ve ry conserva tive

inte rpre ta tions , for ra te rnaking purposes  in the  Mohave  Dis trict, The  method I have  used

to ca lcula te  recovery in this  case  is  identica l to the  S ta ff and RUCO positions  accepted by

Arizona -Ame rica n in the course  of the  Mohave case .

33

14

15

16

17

For the Sun City Water District, the Company has identified the balances of AIAC and

CIAC and calculated the amortizations through the end of the test year in adjustments

TMB-5 and TMB-6. The associated expense amortization of the imputed CIAC for the

test year for Sun City Water is $112,708 and is included as a pro forma adjustment to

depreciation expense on line 10 of income statement adjustment JMR-l0,Schedule C-2.

VII OTHER ISSUES

WHAT IS YOUR RATE CASE EXPENSE FOR THIS PROCEEDING?

18

19

2 0

Q.

2 1

22

23

24

I request $150,000. This estimate is considerably lower than our other recent rate cases

because I continue to develop the internal expertise to displace use of external experts. In

this case, the cost of capital and rate design testimony is provided by our internal expert

witness, Mr. Joel Raker. The Company is not submitting a new cost of service study as

the previous case's study can be relied upon.

A.

b



I l l

r

Docke t No. W~0l 303A-07-
Arizona -American Wate r Company
Tes timony of Thomas  M. Brode rick
Page 14 of 15

l

2

3

4

Q . WHAT P RO P E RTY TAX AS S E S S ME NT RATIO  IS  US E D IN CALCULATING

THE  RE VE NUE  RE Q UIRE ME NT AS S O CIATE D WITH P RO P E RTY TAXE S ?

5

6

7

8

Line 14 of income adjustment JMR-9 relies upon a 2008 property tax assessment ratio of

23.5% as per state law established in H.B 2779. The rate for the test year is 24.5%. We

reached two years past the test use and used the lower 2008 ratio in the continuing hopes

of demonstrating our willingness to pass along savings to customers from reduced

property tax assessment ratios to encourage even more dramatic property tax relief in the

fixture.

9

10

13

14

15

16

17

18

19

20

21

22

23

24

Q- WHAT IS  THE  CURRE NT S TATUS O F THE  G RO UNDW ATE R S AVING S

PROJECT?

The groundwater savings project is a multi-mile, multi-million dollar project proposed to

bring raw CAP water to Sun City (and elsewhere) for use on golf courses, etc. to reduce

the use of groundwater. The project has been under consideration for many years and its

schedule was impacted by litigation over the project's earlier approval by the Sun city

Recreation Centers. Because of this delay, earlier cost estimates and, perhaps, the

planned routing of the pipeline are out-of-date given growth patterns in recent years. Due

to concerns about cost increases from the original year 2000 project cost estimates, the

Company, along with the Recreation Centers of Sun City, the Recreation Centers of Sun

City West, and Briarwood Country Club tentatively agreed on a cost-sharing arrangement

to pay for an updated study on the Groundwater Savings Project, This study will update

the cost estimate and identify potential right-of-way issues related to the Project. The

updated study will take approximately six months to complete and is expected to be

finished by the end of 2007. The project is not presently included in Arizona-American's

5-year capital expenditure program for 2007-201 l.

Q- DO E S  THIS  CCNCLUDE  YO UR DIRE CT TE S TIMCNY IN THIS  CAS E ?25

A.

A.

5
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SUN CITY DISTRICT FIRE FLOW IMPROVEMENTS EXHBIT TMB-1
PHASING AS PER TESTIMONY OF BRIAN K. BIESEMEYER Page 1 of 1

YEAR 0 AND 1:
INFLATION FUTURE $'S

1.4411294 $995,763

TRANSLATION OF 2004 CAPITAL DOLLARS TO YEAR PROJECT IS CONSTRUCTED:
10% ANNUAL INFLATION IN 2005 AND 2006 AND 6% ANNUAL INFLATION THEREAFTER

2004 $'S
$690,960

$699,568 $1,068,658

$702,934 $1,138,228

$986,640 1.7164081 $1,693,477

YEAR 2:

2009

2010

2011

2012

15275971

1.6192529YEAR 3=

YEAR 4:

TOTAL $3,080,102 $4,896,126

FORECASTED REVENUE REQUIREMENT USING FUTURE $'S:

2009 2010 2011 2012
$995,763

3.33%
$33,159
$20,360
0.0798

$79,462
$99,821

1.6286

$1,068,658
3.33%

$35,586
$21,850

0.0798
$85,279

$107,129
1 ,6286

$1,138,228
3.33%

$37,903
$23,272

0.0798
$90,831

$114,103
1.6286

$1,693,477
3.33%

$56,393
$34,625

0.0798
$135,139
$169,765

1 .6286

ORIGINAL COST RATE BASE
DEPRECIATION RATE
DEPRECIATION EXPENSE
DEPRECIATION EXPENSE NET OF TAX
RATE OF RETURN
REQUIRED OPERATING INCOME
OPERATING INCOME DEFICIENCY
GROSS REVENUE CONVERSION
REVENUE DEFICIENCY $162,569 s1'/4,470 $185,828 5276,479

ADJUSTED TEST YEAR EXISTING REVENUES $7,688,479 $7,688,479 $7,588,479 $7,688,479

FORECAST OF INCREASE IN PUBLIC SAFETY S 2.1% 2.3% 2.4% 3.6%

in
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EXECUTIVE SUMMARY

In his  rebutta l te s timony Thomas  M. Brode rick te s tifie s  a s  follows :

RETURN ON EQUITY
Arizona-American accepts Staff witness Mr. Irvine's recommendation that the Commission
adopt a 10.8 percent remen on equity ("ROE"). As a result of accepting Staffs recommendation,
Arizona-American no longer offers its own independent recommendation of l 1.3 percent in this
rate case, as originally sponsored in the direct testimony of Mr. Joel Reiker.

RUCO's ROE testimony has two flaws. Rather than adding the required financial risk
adjustment to the midpoint (9.75%) of what he concludes to be the best estimate of an
appropriate range of estimates, Mr. Rigsby adds his financial risk adjustment to something lower
than the midpoint of that range (9.52%). Further, Mr. Rigsby's 50-basis point adjustment is
arbitrary and well below the basis-point adjustments the Commission has recently provided.

CAPITAL STRUCTURE
Staff inappropriately recommends inclusion of $24,391,823 of short-term debt in the total debt
structure. This has the consequence of increasing Arizona-American's debt ratio from 58.6% to
61 .5%. The Hip side of this is to depress the equity ratio from 41 .4% to 38.5%. This is an
important issue for the Commission to continue to get right, as the cost of equity is roughly
double the cost of debt. It is difficult enough that Arizona-American's actual financial results are
creating negative retained earnings, which then get reflected in the capital structure updates that
occur throughout rate cases such as this one. It is not helpiiil for Staff to find additional ways to
depress Arizona-Arnerican's equity ratio.

Staff again has not met its burden of showing that its snapshot balance of short-term debt is
representative of Arizona-American's typical short-term debt level. Staff also has not shown that
short-term debt is being used to finance long-term, rate-based assets as opposed to financing
CWIP, which the Commission has historically excluded from rate base for Arizona-American.
Therefore, the Commission should continue to reject the inclusion of an arbitrary short-term debt
balance from Arizona-American's capital structure.

COST OF DEBT
On October 22, 2007, American Water Capital Corp ("AWCC") issued notes for signature by
Arizona-American for $16,450,000 in debt maturing October 2037 at an interest rate of 6.593%.
Exhibit TMB-R3 contains this new note. Arizona-Arnerican will not seek recovery of the slight
excess in interest expense in rates. The forecasted $15 million equity infusion from American
Water to Arizona-American occurred this month - November 2007.

1
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29
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Rebuttal Schedule D-2, page 2 displays a cost of debt of 5.5% under the heading of the projected
year ending June 30, 2007. Rebuttal Schedule D-l, page 3 displays the accepted 10.8% ROE
and the capital structure of 58.6% debt and 41 .4% equity for an overall 7.7% cost of capital
under the same heading of the projected year ending June 30, 2007. These amounts flow into the
revised revenue requirement.

SURCHARGE FOR FIRE-FLOW PROJECTS
Arizona-American will sponsor two public meetings in Sun city and Youngtown on December
12, 2007 and will review details of the Fire flow Project with the assembled local residents. It is
puzzling that RUCO doesn't make more of an effort to speak directly with residential customers
concerning these projects.

h
4
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While  it is  true  tha t Arizona-American is  proposing to implement a  se rie s  of s tep increases  in the
fire -flow surcharge  without the  cos t and e ffort of another ra te  case , the  Commiss ion or any party
in the  current ra te  case  will be  able  to review the  reasonableness  of fire -flow expenses  to-da te  in
the  next Sun City Wate r Dis trict ra te  case

Support in Pa radise  Va lley for the  fire -flow improvement project rema ins  s trong, but support for
us ing the  High Block surcha rge  to fund the  improvement project has  e roded. The  Town of
Paradise  Valley be lieves tha t a  change  in the  surcharge  mechanism for funding the
improvements  is  needed

There is no water-industry conspiracy to expend capital funds in order to massively increase rate
base in built-out communities to maximize earnings at ratepayer expense. If there was such a
conspiracy, Arizona-American would certainly not be a part of it, because it does not need to
increase rate base

The  Town of Youngtown supports  Arizona-American's  proposed surcha rge  mechanism or its
equiva lent

It is  ne ithe r necessa ry nor he lpful for the  Commiss ion to orde r the  fire -How cons truction

The  revised tota l e s tima ted cos t for the  Fire -Flow Project is  nea rly $4.9 million, S ta ffs  e s tima te
is  much too low

2
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Arizona-American has not provided a rate design for the surcharge to recover fire-flow expenses
which Staff labeled Fire Flow Cost Recovery Mechanism ("FCRM"). The Company does prefer
to follow the rate design precedent established in the ACRM surcharge which assigned 50% of
the cost to the basic service charge and 50% to the water commodity charge. The Company does
not intend to include O&M cost increases in the FCRM

NEW  LOW  INCOME PROGRAM
The Sun City Taxpayers Association expressed support for the program to Mr. Broderick
RUCO, in its direct testimony, expressed enthusiastic support, as long as we meet Mr. Coley's
stated criteria (direct testimony page 31 , lines 1 through 9) that a low income program

properly targets customers
creates material benefits for participants
does not overly burden non-participants, and
is efficiently administered

The Company asks the Cormnission to authorize the low-income program co-sponsored by Ms
Cindy Datig and Mr. Broderick and include the amount of anticipated low-income discounts into
the rate design in this case, with the understanding that the Company would refund at a later time
any over-collection of revenues, if program enrollment is less than the target 1,000 residential
customers

40
41
42
43
44
45
46
47
48
49
50
51
52

Ms. Datig estimates the on-going annual program cost will be approximately $30,000. The tow
maximum amount of the discount would be approximately $50,000 annually for 1,000 customers
participating year-round

There were 22,878 residential and commercial Sun City Water customers in the test year
Therefore, the 50% discount on the basic service charge for 1,000 residential customers would
cost roughly $2.29 per year (=$50,000 / (22,878-1 ,000)) or $0.19 per month for non-participants
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2
3
4
5

The  Company proposes  to ra ise  the  las t-block pricing by $0.08 per 1,000 ga llons  for non
participant res identia l and a ll commercia l cus tomers . Based on adjus ted tes t year volumes, this
produces  approximate ly $50,000 of revenue  to make  up for the  equiva lent loss  of basic se rvice
charge  revenues  for low-income customers  enrolled in the  low income program

Arizona~American is willing to establish a voluntary additional payment feature (e.g., $1 extra)
on customer bills as an additional contribution to the low income program

Customers in our Mohave, Havasu, and Tubac districts especially need a low-income program
even more than Sun City. However, there are probably too few non-Iow income residents in
these communities to fund the low income program, so that funds should be generated and
shared across districts

RATE CASE EXPENSE
Exhibit TMB-R4 displays total rate case expense of $94,266. The annual amortization of that
expense over three years is $31,422. This estimate incorporates Staff"s recommendation of
$17,500 for the fire-flow survey and eliminates expense for the cost-of-equity witness.
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RATE DESIGN
Arizona-American accepts Staffs recommendation to reduce break-over points in the rate design
as per Schedule SPI-I .

AC HIE VE ME NT INC E NTIVE  P AY
The  Commiss ion should re ject Mr. Coley's  Opera ting Expense  Adjus tment #8 conta ined in his
Schedule TJC-8 because the case precedent he cites in the recent Paradise Valley rate  case does
not a pply to S un city Wa te r. The  S un city Wa te r Dis trict is  a  forme r Citize ns ' prope rty a nd
Arizona-American's  adjus ted te s t-year results  re flect a  ne t loss  in this  dis trict (and as  a  whole  for
tha t ma tte r). Hence , any increase  in ne t income a ttributable  to employees  achieving financia l
ta rge ts  during the  tes t year only he lped reduce  overa ll losses  in this  timeframe, not crea te  profit.
In othe r words , employees  met financia l ta rge ts  e s tablished in the  incentive  plan for Arizona-
American by coming close r to plan, not by achieving pos itive  ne t income . This  reduces  our
ongoing equity e rosion and he lps  Arizona-American to achieve  the  shared goa l of a  40% equity
ra tio. There fore , it is  appropria te  to reward employees  for reducing losses  and he lping to crea te  a
hea lthie r utility, which clea rly bene fits  cus tomers . American Wate r has  shown remarkable
re s tra int during this  pe riod of losses  by Arizona -American. The  Commiss ion should support an
incentive  plan oriented towards  long-te rm recovery, ra the r than short-tem draconian actions .

4
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I INTR O DUC TIO N AND Q UALIF IC ATIO NS

Q- P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMB E R .

My name is Thomas M. Broderick. My business address is 19820 N. 7111 Street, Suite

201 , Phoenix, Arizona 85024, and my business phone is 623-445-2420.

6

7

8

9

Q- IN WHAT C AP AC ITY AND B Y WHO M AR E  YO U E MP LO YE D?

I am a Manager, Rates and Regulatory Affairs for American Water, Western Region.

Arizona-American Water Company ("Arizona-American" or "the Company") is a

wholly-owned subsidiary of American Water.

10

11

Q- DID YO U S UBMIT DIRE CT TE S TIMO NY IN THIS  CAS E ?

Ye s .

II P URP OS E  OF RE BUTTAL TE S TIMONY

WHAT IS  THE  P URP O S E  O F YO UR RE BUTTAL TE S TIMO NY IN THIS

12

1 3

1 4

15

Q.

CASE?

Please refer to the Executive Summary, which precedes my rebuttal testimony.

I I I1 6

1 7

1 8

1 9

2 0

21

2 2
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2 4

Q.

RETURN ON EQUITY (S CROEM)

A Res pons e to Staff

DO E S  ARIZO NA-AME RICAN ACCE P T S TAFF 'S  RE CO MME NDE D 1 0 .8

P E RCE NT RE TURN O N E Q UITY?

Yes, Arizona-American accepts Staff witness Mr. Irvine's recommendation that the

Commission adopt a 10.8 percent return on equity ("ROE"). I reviewed and considered

the ROEs approved by the Commission for water and wastewater utilities since 2002, and

Mr. Reiker's pre-filed testimony, and determined that Staffs recommended ROE is

reasonable in this case for the Sun City Water district, given Arizona-American's capital

h

A.

A.

A.

A.

A.
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1

2

structure. Arizona-American reserves the right to challenge the reasonableness of Staff' s

recommended ROE in any other pending or future proceeding.

3

4

5

As a result of accepting Stay's recommendation, Arizona-American no longer offers its

own independent recommendation in this rate case of 11.3 percent, as originally

sponsored in the direct testimony of Mr. Joel Raker.

Q-

B Response to RUCO

DO YOU HAVE ANY COMMENTS ON RUCO'S RECOMMENDED ROE?

6

7

8

9

1 0

A. Yes, in reviewing Mr. Rigsby's testimony and analysis I discovered two problems which,

when corrected, result in a cost of equity estimate for Arizona-American that is very

close to Star}'s recommendation in this case.

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

Q- P LE AS E  E XP LAIN THE  FIRS T CORRE CTION TO MR. RIGS BY'S  ANALYS IS .

On page 36 of his direct testimony, Mr. Rigsby concludes that, based on the results of his

cost of equity analysis, his best estimate of an appropriate range for a cost of common

equity for Arizona-American is 8. 02 percent to 11.48 percent. Then, rather than adding

the required financial risk adjustment to the midpoint (9.75%) of what he concludes to

be the best estimate of an appropriate range of estimates, Mr. Rigsby adds his financial

risk adjustment to something lower than the midpoint of that range (9.52%). There is no

evidence in this proceeding to support adoption of an initial point estimate lower than the

midpoint of what Mr. Rigsby concludes is a reasonable range of estimates.

Q- WHAT IS  THE  S E COND CORRE CTION TO MR. RIGS BY'S  ANALYS IS  AND

R E C O MME NDATIO N?

20

21

22

23

24

A. The second correction relates to Mr. Rigsby's financial risk adjustment. Start; RUCO,

and Arizona-American all agree with the basic financial principle that as the proportion

of debt in a company's capital structure increases, so does its risk and its cost of equity.

5

A.

hr
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Mr. Rigsby's 50-basis point adjustment is arbitrary and well below the basis-point

adjustments the Commission has recently approved to compensate Arizona-American's

equity investors for additional leverage risk. Just six months ago, the Commission

approved a 10.7% ROE for Arizona-American's Mohave Water and Wastewater

Districts,2 This included an adjustment of 100 basis points for Arizona-American's

additional leverage risk.3

7 Q. HOW WOULD YOU REVISE RUCO'S ESTIMATE TO CORRECT FOR MR.

8 RIGSBY'S ARBITRARY RISK ADJUSTMENT?

9 A.

10

12

13

14

15

16

17

18
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20

21

Staff; RUCO and Arizona-American all agree that because of increased financial

leverage, Arizona-American's cost of equity should be higher than that of the respective

sample groups. Because Mr. Rigsby's adjustment for increased financial risk is arbitrary

and inconsistent with Commission precedent, the Commission should rely on the best

information available. In this case, Arizona-American has accepted the 90-basis-point

financial-risk adjustment calculated and proposed by Staff's witness, Mr. Irvine. Staff' s

financial risk adjustment is based on current market data, therefore more reflective of the

equity-cost differential between Arizona-American and the respective sample groups.

Furthermore, the 90-basis-point financial-risk is consistent with Commission precedent

set forth in Decision No. 69440. If we substitute Staff's recommended 90-basis-point

financial-risk adjustment for Mr. Rigsby's arbitrary 50-basis-point financial-risk

adjustment, then RUCO's ROE estimate would increase from 10.02% to l 0.42%, even

without correcting Mr. Rigby's estimated cost of equity.

22 Q. WHAT WOULD RUCO'S RECOMMENDED ROE BE AFTER ADDRESSING

THESE TWO PROBLEMS?23

1Docket No. W-01303A-06-0491, Tr. at 386:16 - 387:l4.
2 Decision No. 69440, dated May l, 2007, at 20:7-9,
3 14. at 18:7-9

5
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1

2

3

4

A. Adding the  required financia l risk adjus tment of 90 bas is  points  to the  9.75 percent

midpoint of Mr. Rigsby's  reasonable  range  produces  a  10.65 percent revised ROE

recommenda tion on beha lf of RUCO. This  is  much close r to the  10.8 pe rcent RCE

recommended by Sta ff and now accepted by Arizona-American in this  case .

IV

Q.

C AP ITAL S TR UC TUR E

S TAFF RECOMMENDS  INCLUS ION OF $24 ,391 ,823  OF S HORT-TERM DEBT

IN THE  TO TAL DE BT S TRUCTURE . DO  YO U CO NTINUE  TO  DIS AG RE E ?

5

6

7

8

9

10

11

12
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15

A. Yes, I disagree. Staffs inclusion of short-term debt in the capital structure for rate

making purposes has the consequence of increasing Arizona-American's debt ratio from

58.6% to 61 .5%. The flip side of this is to depress the equity ratio from 41 .4% to 38.5%.

This is an important issue for the Commission to continue to get right, as the cost of

equity is roughly double the cost of debt. It is difficult enough that Arizona-American's

actual financial results are creating negative retained earnings, which then get reflected in

the capital structure updates that occur throughout rate cases such as this one - it is not

helpful for Staff to find additional ways to depress Arizona-American's equity ratio.

16

17

18

19

20

21

Arizona-American has extensively discussed the reasons why short-term debt should not

be included in its capital structure in recent (some still pending) rate cases.

Fundamentally, Arizona-American is only entitled to a return on its rate base. I f the

evidence is clear, like it is in this case, that short-term debt does not finance rate base,

then it is inappropriate to include short-term debt which does not finance that rate base in

Arizona-American's capital structure.

22

23

24

25

The Commission agreed that short-term debt should not be included as part of Arizona-

American's capital structure in Decision No. 68310. Subsequent to issuing Decision No.

68310, the Commission reaffirmed its position in two rate orders for Arizona-American

districts. On July 26, 2006, the Commission issued Decision No. 68858 for Arizona-

4
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2

3

4

5

6

American's Paradise Valley Water District. The Commission did not include short-term

debt as part of Arizona-American's capital structure.4 Similarly, on May 1, 2007, the

Commission issued Decision No. 69440 for Arizona-American's Mohave Water and

Wastewater Districts. Again, the Commission did not include short~term debt as part of

Arizona-A1nerican's capital structure.5 We see noreason, and Staff provided none, that

would justify any deviation from established Commission precedent.

Staff again has not met its burden of showing that its snapshot balance of short-term debt

is representative of Arizona-American's typical short-term debt level. Staff also has not

shown that short~term debt is being used to finance long-term, rate-based assets as

opposed to financing CWIP, which the Commission has historically excluded from rate

base for Arizona-American. Therefore, the Commission should continue to reject the

inclusion of an arbitrary short-term debt balance from Arizona-American's capital

7

8

9

10

11

12

13 s tructure.

V

Q.

COST OF DEBT

HAS ARIZONA-AMERICAN INCURRED THE ANTICIPATED $16.45

MILLION IN LONG-TERM DEBT APPROVED BY THE COMMISSION?

1 4

15

1 6

1 7

1 8

1 9

Yes. On October 22, 2007, American Water Capital Corp ("AWCC") closed this debt

and issued notes for signature by Arizona-American for $16,450,000 in debt maturing

October 2037 at an interest rate of 6.593%. Exhibit TMB-R3 contains dis new note.

Q. WHAT CO MMIS S IO N DE CIS IO NS  AUTHO RIZE D THIS  IS S UANCE ?2 0

21

2 2

2 3

A. Decision No. 68994 authorized Arizona-American to incur $165,450,000 in new debt to

pay off two promissory notes and finance two capital projects. To date, Arizona-

American has executed three promissory notes in the amount of $159,000,000 under this

4 Decision No. 68858, dated July 26, 2006, at 22: l6~l8.
s Decision No, 69440, dated Mayl, 2007, at 14:20 - 15:24.

A.

in 4.
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1

2

3

4

5

financing authority, leaving $6,450,000 authorized but not incurred. Decision No. 69730

approved the application of Arizona-American to incur $10 million in long-term debt to

finance the partial repayment of $25 million in previously approved long~term debt.

Together, the two Decisions authorized Arizona-American to issue up to $16,450,000 in

additional debt.

6

7

Q- DECISION NO. 69730 STATES THAT THE INTEREST RATE IS NOT TO

EXCEED 6.5%. WILL ARIZONA-AMERICAN SEEK RECOVERY OF THE

SLIGHT EXCESS IN INTEREST EXPENSE IN RATES?

9

10

11

12

13

14

No, not unless the Commission authorizes the 0.093 percent excess above the 6.5 percent

limit established in Decision No. 69730. Rebuttal Schedule D-2, page 2 provides an

updated cost of debt for this rate case and the interest rate displayed therein for a

$10,000,000 portion of the new note has been set at 6.5% for ratemaking purposes in this

case. By way of comparison, Staff witness Mr. Irvine's Supplemental Table 3 had

incorporated this new debt at a forecasted interest rate of 5.95%.

Q- HAS  THE  FO RE CAS TE D $ 1 5  MILLIO N E Q UITY INFUS IO N O CCURRE D?15

16

17

Ye s , this  e quity iniils ion firm Ame rica n Wa te r to Arizona -Ame rica n occurre d this  month

- Nove mbe r 2007.

18 Q. D ID S TAFF WITNES S  IRVINE'S  ERRATA FILED OCTOBER 29 , 2007

CO RRE CTLY E XCLUDE  THE  TCLLE S O N O BLIG ATIO N BO NDS  F RO M

TO TAL DE BT?

19

20

21

22

23

24

A. Ye s , Mr. Irvine 's  S upple me nta l Dire ct S che dule  S pI-ll e xclude s  tha t de bt. His  propose d

trea tment now matches tha t proposed in other pending Arizona-American ra te  cases .

Although I be lie ve  it is  now moot, I notice d tha t Mr. Irvine 's  Supple me nta l Dire ct

Schedule  SPI-l0 (which is  not used in S ta ffs  revenue  requirement recommenda tion)

A.

A.

4
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1 expresses the  Tolleson debt a t its  gross amount when it should have been expressed a t its

ne t amount.2

3

4

5

6

7

8

9

10

Q. DO THE COMPANY'S REVISED SCHEDULES REFLECT THE UPDATED

COST OF CAPITAL WHICH INCORPORATES ALL OF YOUR REBUTTAL

RESPONSES?

Yes. Rebuttal Schedule D-2, page 2 displays a cost of debt of 5.5% under the heading of

the projected year ending June 30, 2007. Rebuttal Schedule D-l , page 3 displays the

accepted 10.8% ROE and the capital structure of 58.6% debt and 41 .4% equity for an

overall 7.7% cost of capital under the same heading of the projected year ending June 30,

2007. These amounts flow into the revised revenue requirement.

13

14

15

Please note that in my rejoinder testimony due December 21, 2007, I intend to provide an

updated cost of capital using actual financial results through November 2007, as has

become the typical practice in recent rate cases. Financial results through November

2007 will reflect inclusion of the equity iniiusion and overall equity position through that

date.

16

17

18

19

20

21

22

23

24

25

vi

Q-

SURCHARGE FOR FIRE FLOW PROJECTS

RUCO WITNESS Ms. DIAZ CORTEZ RECOMMENDS DENIAL OF THE

RECOMMENDED SUN CITY WATER FIRE FLOW IMPROVEMENT

PROJECT, YET ACKNOWLEDGES THAT SHE IS UNAWARE OF LOCAL

PUBLIC OPINION ON THIS ISSUE. IS THE PUBLIC'S OPINION

IMPORTANT?

Yes. The opinions of Sun City Water District's customers about the perceived benefits of

the recommended Sun city Water Fire Flow Improvement Project ("Fire Flow Project")

are important, in light of the estimated costs of this discretionary project. Arizona-

American is currently conducting a survey of Sun City Water District's residential

A.

A.

4
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1

2

3

4

5

customers  and expects  to have  the  results  ava ilable  in mid-December 2007 for a ll to

re vie w a nd cons ide r. Exhibit TMB-R1 displa ys  the  surve y ma ile d to cus tome rs  in mid-

November 2007. It is  puzzling tha t RUCO doesn't make  more  of an e ffort to speak

directly with re s identia l cus tomers  loca ted in dis tricts  with ra te  ca se s  unde rway. At any

ra te , RUCO is  inte res ted in this  survey and tha t is  pos itive .

6

7

8

9

Although the  survey provides  use ful input, it should not be  an ove rriding deciding factor

on whe the r the  Fire  Flow Project funding mechanism should be  approved. Othe r use ful

inputs  a re  the  earlie r endorsements  by the  Town of Youngtown and the  Task Force

members  and the  information conta ined in the  Task Force  technica l s tudy itse lf.

10

11

12

Arizona -Ame rica n will sponsor two public me e tings  in Sun City a nd Youngtown on

December 12, 2007 and will review de ta ils  of the  Fire  flow Project with the  a ssembled

loca l re s idents .

13

14

15

1 6

17

18

19

2 0

Q, IS  m s .  DIAZ CO RTE Z ACCURATE  WHE N S HE  ALLE G E S  THAT NO T ALL

S E CTIO NS  O F THIS  DIS TRICT P RO VIDE  THE  RE Q UIRE D WATE R

P RES S URE OF 20  P S I AND THAT THE FIRE FLOW P ROJ ECT REQUIRES

MAINS  O F  AT LE AS T 1 2 -INCHE S  IN DIAME TE R?

No, she is incorrect on both points. The rebuttal testimony of Company witness Mr.

Bradley J. Cole shows, based on recent testing in the Sun City Water district, that the

existing system provides water above the minimum required 20 psi. He also explains that

only 10-inch diameter or smaller mains have been proposed in the Fire Flow Project.

21

22

23

A.

Q~ IS  Ms .  DIAZ CO RTE Z E NTIRE LY ACCURATE  WHE N S HE  S AYS  " NO  RATE

CAS E WOULD BE REQUIRED"  (P AGE 4 , LINE 17) TO RECOVER THE

CO S TS  O F FIRE  FLO W IMP RO VE ME NTS ?
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I

2

3

4

5

6

7

8

A. No. While  it is  true  tha t Arizona -Ame rica n is  propos ing to imple me nt a  se rie s  of s te p

increases  in the  fire -flow surcharge  without the  cost and e ffort of another ra te  case , the

Commiss ion or any pa rty in the  current ra te  case  will be  able  to review the

reasonableness  of fire -tlow expenses  to-da te  in the  next Sun City Water Dis trict ra te  case .

P lease  reca ll from my direct te s timony tha t I proposed a  next ra te  case  filing deadline  of

May 3 l , 201 l, It now appears , however, tha t a  be tte r filing deadline  would be  one  year

la te r - May 31 , 2012 - in orde r tha t the  actua l Tina ] tota l comple ted cos ts  of the  Sun city

fire  flow project can be  ava ilable  in tha t case .

9

10

l l

12

13

14

15

16

17

18

19

Q- DO E S  m s .  DIAZ C O R TE Z C O R R E C TLY C HAR AC TE R IZE  THE  TO WN O F

P ARADIS E  VALLE Y' S  RE CE NTLY UP DATE D P O S ITIO N CO NCE RNING

FIRE  FLO W P RO J E CTS  IN THAT CO MMUNITY (P AG E  6 ,  LINE S 6-20)?

No. Ms. Diaz Cortez suggests that customer opposition to the design of the fire-flow

related surcharges in Paradise Valley has caused an erosion of public support of fire-flow

projects as represented by the elected Town Council. However, Exhibit TMB-R2, which

is a copy of Resolution No. l 156 dated September 27, 2007 of the Town Council of

Paradise Valley, states "WHEREAS the Town of Paradise Valley ("Town") believes that

the FF] [Fire Flow Improvements] are vitally important ro the public welfare and safety

of Town residents and could be eonstrueted more expeditiously if typical rate base/rate

of return model were used instead of using a CIAC method "

20

21

22

23

It would appea r tha t support for the  fire -flow improvement project in Pa radise  Va lley

remains  s trong, but support for us ing the  High Block surcharge  to fund the  improvement

proje ct has eroded. The  Town of Paradise  Valley be lieves  tha t a  change  in the  surcharge

mechanism for funding the  improvements  is  needed.

24

25

A.

When I filed this Sun City Water District rate case on April 2, 2007, I already knew that

the High Block surcharge in Paradise Valley was causing customer complaints and was
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ge ne ra lly unpopula r. I cons ide re d tha t re a lity in this  ra te  ca s e  whe n I de s igne d the

propos e d fire  flow s urcha rge  us ing a  typica l ra te -ba s e /ra te -of-re turn mode l ins te a d of the

CIAC m e thod u tilize d  in  P a ra dis e  Va lle y.  Ma ny Arizona -Am e rica n 's  cus tom e rs  in

P a ra dis e  Va lle y a re  a ls o a wa re  of the  ra te  de s ign Arizona -Ame rica n is  propos ing in this

ca s e  a nd this  proba bly furthe r e mbolde ne d the m to s e e k Re s olution 1156 from the ir

To wn  C o u n c il

7

8

9

ARE  YO U AWARE  O F ANY WATE R INDUS TRY CO NS P IR.ACY TO  E XP E ND

CAP ITAL FUNDS  IN O RDE R TO  MAS S IVE LY INCRE AS E  RATE  BAS E  IN

B UILT-O UT C O MMUNITIE S  TO  MAXIMIZE  E AR NING S  AT R ATE P AYE R

EXP ENS E AS  ALLEGED BY Ms . DIAZ CORTEZ ON P AGE 7 , LINES  3  -13  OF

HE R  DIR E C T TE S TIMO NY?

No! And if there was such a conspiracy, Arizona-American would certainly not be a part

of it. To the contrary, Arizona-American has been reducing its capital expense plans and

has increased its support of and reliance upon "CIAC" type hook-up fees over the past

several years. This allows Arizona-American to put its currently required and previously

incurred investments in rates without causing even higher rate increases, yet still permit a

resumption of a reasonable return to our shareholders at some date in the not so distant

future. Unfortunately, in spite of significant efforts, Arizona-American is still

unprofitable and our corporate parent, American Water, carefully scrutinizes each new

investment in this state, In fact, it was this scrutiny that caused Arizona-American, in

part, to begin to recognize and categorize some capital projects as worthwhile but

discretionary in a legal sense and also to rely more heavily upon hook-up fees (e.g

Water Facilities Hook-Up Fee for the White Tanks Regional Treatment Plant)

Q.

I lllll-l
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1 Q- IF THE COMMISSION APPROVES THE SUN CITY FIRE FLOW PROJECT

WILL THAT BE A BLANK CHECK TO ARIZONA-AMERICAN TO RECOVER

$5 MILLION OF INVESTMENT FROM ITS CUSTOMERS?

Of course not. We will manage the project carefully and efficiently and allow outside

parties to review our expense records along the way whenever requested. I expect that

both Staff and RUCO will review the expense invoices supporting each step increase in

the surcharge

8 Q- DOES ARIZONA-AMERICAN AGREE WITH THE TOWN OF YOUNGTOWN'S

STATEMENT THAT ALL CUSTOMERS IN SUN CITY DISTRICT SHOULD

HAVE ACCESS TO ADEQUATE FIRE FLOWS?

Yes, as a matter of fairness in providing public safety to a defined community

1 2 Q DOES THE TOWN OF YOUNGTOWN SUPPORT ARIZONA-AMERlCAN'S

PROPOSED SURCHARGE MECHANISM OR ITS EQUIVALENT?

1 5

1 6

Q_ IS IT NECESSARY FOR THE COMMISSION TO ORDER ARIZONA

AMERICAN TO MAKE THE RECOMMENDED FIRE-FLOW

IMPROVEMENTS FOR ASSURANCE THEY WILL BE CONSTRUCTED?

No. It is  ne ithe r ne ce ssa ry nor he lpful for the  Commiss ion to orde r the  fire -flow

cons truction. Ce rta inly if the  Commiss ion wishe s  to a uthorize  Arizona -Ame rica n to

cons truct the  projects , tha t is  he lpful. The  rea lity is  tha t if the  Commiss ion approves  the

proposed surcharge  mechanism or its  equivalent in this  ra te  case  and la ter approves cost

based specific s tep increases  in the  surcharge  in a  timely fashion, then the  proposed fire

How proje cts  will be  cons tructe d
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1

2

3

4

5

6

Arizona -American was  not orde red to make  tire -flow improvements  in Pa radise  Va lley,

ye t, Mough Se pte mbe r 2007, we  ha ve  spe nt $6.5 million in tha t community on fire -flow

improvement re la ted projects . Of tha t amount, $3.0 million is  a lready in ra te  base  and

$1 .8 million has  been collected to~date  via  the  high block surcharge  as  a  contribution,

Arizona -American's  enginee rs  a re  a lready working with the  Town of Pa radise  Va lley on

the  next construction phases scheduled for 2008.

7

8

9

1 0

1 1

1 2

1 3

1 4

A Commission order requiring Arizona-American to make fire-flow improvements sets a

bad precedent, as it might encourage local officials in the future to be less focused on

fiscal realities and more focused on just getting the Commission to require its

jurisdictional utilities to fund the construction of discretionary projects. Please recall that

the City of Bullhead's pending request for fire-flow improvements may be next on deck

and Arizona-American's request for Bullhead to co-fund a fire flow task force type study

caused the City of Bullhead to pause somewhat and more fully consider their public

support - a positive step.

15

16

17

Clea rly, Arizona -American's  pa s t support to the  Sun City Fire  Flow Task Force  and its

investments  to-da te  in Paradise  Valley a re  clear and convincing evidence  tha t these

projects  will be  unde rtaken if a  funding mechanism is  approved.

18

19

20

21

22

23

24

25

Q, WHAT IS  THE  TO TAL E S TIMATE D CO S T O F THE  FIRE  FLO W P RO J E CT?

A. Revised Exhibit TMB-1 displays a revised total estimated cost of nearly $4.9 million,

based on construction costs for the years when we estimate construction will occur. And

so as to not mislead the public, it is important that all parties cease relying upon the

previous cost estimate of $3.1 million as that was based entirely on 2004 dollars and is

outdated. So, for example, the previous estimate for the cost of the first phase was

$690,960 in 2004 dollars. However, if our request is approved the first phase expense

will occur in the year 2009 at an expected cost of $995,763. The estimated cost increase
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is solely due to inflation from 2004 to 2009. The revenue per 1,000 gallons associated

with the first phase's revised expense is $0.0347 and is now estimated to start in 2010 - a

figure also displayed in the survey sent to customers to elicit their opinion.

4 IQ. CO MMIS S IO N S TAFF P RO VIDE D A CO S T E S TIMATE  O F $ 2 .7  MILLIO N.

WHAT IS  THE  S IG NIF IC ANC E  O F  THAT?

6 IA. I am not certain and I must leave it to Staff to clarity, but I believe it is another cost

estimate in2004 dollars. Staff engineer Ms. Hairs provided her own estimate of the cost

of fire hydrants as part of Staffs review. Mr. Cole discusses why this is much too low.

If Staffs intention is other than to provide an estimate, I need more information. Is the

cost estimate of $2,670,602 (page 6, line 6, Iggie direct testimony October 29, 2007)

intended by Staff to indicate an expense ceiling or a presumption of reasonableness?

Staff further characterizes Arizona-American's cost estimate as a worst-case scenario

(page 7, line 14, Iggie direct testimony, October 29, 2007). While I believe that Arizona-

American's cost estimate is not the most conservative estimate, it is definitely not a

worst-case scenario, and so I must disagree with Staffs characterization in this instance.

16 IQ. W HE N W O ULD YO U E XP E CT T HE FIRS T S TE P  O F THE  FIRE -FLO W

S URCHARG E  TO  BE  IMP LE ME NTE D?

18 IA. Assuming the first phase is completed before year-end 2009, the Step 1 increase in the

fire-tlow surcharge would likely be implemented in early 2010. Revised Exhibit TMB- I

assumes that each of the four major construction phases occurs on a calendar-year basis

with each step increase implemented early the next year. It is important for the parties to

note that each step increase in the surcharge will be based on actual expenses, not

estimates. Therefore, the first phase cost estimate of $995,763 is merely an estimate.

The Step l increase in the surcharge will be based on actual expenses which may be more

or less than this estimate.
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1

2

3

4

Q~ DO BOTH S TAFF AND RUC() ACCEP T THE P ROP OS ED RATE RECOVERY

OF THE  ALRE ADY INCURRE D COS TS  OF THE  FIRE  FLOW TAS K FORCE ?

Yes, both Staff and RUCO accepted line 6 of Arizona-American's income statement

adjustment JMR- l0.

Q- DID S TAF F  MIS UNDE R S TAND AR IZO NA-AME R IC AN' S  R ATE  DE S IG N F O R

THE  FIRE  FLO W S URCHARG E ?

5

6

7

8

9

10

11

12

13

I have not provided such a rate design yet for the surcharge, which Staff labeled Fire

Flow Cost Recovery Mechanism ("FCRM") in its direct testimony. Staff infers from the

fire-flow survey that I intend to propose a commodity-only surcharge. However, I prefer

to follow the rate design precedent established in the ACRM surcharge which assigned

50% of the cost to the basic service charge and 50% to the water commodity charge. I

can confirm Staff' s assumption that we do not intend to include O&M cost increases in

the FCRM.

1 4

1 5

1 6

1 7

1 8

Q- C AN AR IZO NA-AME R IC AN AC C E P T S TAF F 'S  C O NDITIO NS  C O NC E R NING

THE P ROCES S ING OF THE FCRM S TEP INCREAS ES ?

Yes . I apprecia te  S ta ffs  commitment to review each s tep increase  applica tion within 45

days . I a ssumed the re  would be  an ea rnings  tes t and we  a re , of course , willing to provide

schedules  equiva lent to the  ACRM.

NE W LO W-INC O ME  P R O G R AM

HAVE ANY OF THE P ARTIES  EXP RES S ED S UP P ORT FOR ARIZONA-

AME R IC AN S UB MITTING  A NE W LO W INC O ME  P R O G R AM IN S UN C ITY?

1 9

2 0

21

2 2

2 3

2 4

2 5

WI

Q-

A.

A.

A.

Yes. Informally, the Sun City Taxpayers Association expressed support to me. RUCO,

in its direct testimony, expressed enthusiastic support, as long as we meet Mr. Coley's

stated criteria (direct testimony page 31 , lines l through 9) that a low-income program:

properly targets customers,•
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l

2

3

4

5

cre a te s  ma te ria l be ne fits  for pa rticipa nts ,

doe s  not ove rly b u rd en non-pa rtic ipa nts , a nd

is  e ffic ie ntly a dminis te re d.

RUCO asked Arizona~American to provide more details. This section of my rebuttal

testimony is intended to provide more details.

6

7

8

9

10

Q- WHAT IS ARIZONA-AMERICAN'SREQUEST TO THE COMMISSION

CONCERNING THISSUN CITY LOW-INCOME PROGRAM?

I ask the Commission to authorize the low-income program co-sponsored by Ms. Cindy

Datig and me in our testimonies. Ms. Datig works for $1 Energy Fund, Inc. ($l Energy),

a non-profit organization created to provide utilities assistance to low income households.

1 3

1 4

I ask the Commission to approve the inclusion of the amount of anticipated low-income

discounts into the rate design in this case, with the understanding that Arizona-American

would refund at a later time any over-collection of revenues, if program enrollment is less

than the target 1,000 residential customers.

15

1 6

1 7

1 8

1 9

Arizona-American is not requesting pro-forma adjustment to increase test-year

expenses for the net costs of this program indicated by Ms. Datig in her rebuttal

testimony. Rather, the actual program costs would be eligible for inclusion in the test-

year expenses in the next Sun City Water rate case. Ms. Datig estimates the on-going

annual program cost will be approximately $30,000.

Q- WHAT WO ULD B E  THE  TO TAL AMO UNT O F  THE  P R O G R AM DIS C O UNT

IF 1 ,000  CUS TOMERS  ENROLL?

2 0

21

2 2

2 3

2 4

A. Based on the rates initially proposed by Arizona-American, the total maximum amount of

the discount would be approximately $50,000 annually for 1,000 customers participating

year-round. Hence, the discount to program-cost ratio is at best roughly 5:3. Personally,

4

A.



Docket No. W-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Thomas M, Broderick
Page 16 of 19

1

2

3

I would like to see that improve to 4:1 or better. American Water is in discussions with

$1 Energy, our low-income vendor, concerning lower, possibly nationwide, pricing for

low-income program services.

Q- W0ULD THE DISCOUNT BE OVERLY BURDENSOME ON NON-

PARTICIPANTS?

4

5

6

7

8

9

10

A. No. There were 22,878 residential and commercial Sun City Water customers in the test

year (Schedule H-2, page 1). Therefore, the 50% discount on the basic service charge for

1,000 residential customers would cost roughly $2.29 per year (=$50,000 / (22,878-

l,000)) or $0.19 per month for non-participants. I recommend recovering the discount

through the commodity charge from non~participants, as a further incentive to conserve

water usage.

12

13

14

15

16

17

18

19

Q- WHAT RATE DESIGN DO YOU PROPOSE IN ORDER TO FUND THE Low-

INCOME DISCOUNT?

I propose to raise the last-block pricing by $0.08 per 1,000 gallons for non~participant

residential and all commercial customers, Based on adjusted test year volumes, this

produces approximately $50,000 revenue to make up for the equivalent loss of basic

service charge revenues for low income customers enrolled in the low income program. I

can provide updated rate design schedules in my rejoinder testimony incorporating this

proposal.

Q. IF FEWER THAN 1,000 CUSTOMERS ARE ENROLLED IN THE PROGRAM,

HOW WOULD YOU CALCULATE A REFUND FOR CONSIDERATION IN THE

20

21

22

23

24

A.

NEXT RATE CAS E?

I would ca lcula te  the  s hortfa ll be low 1,000 in a ctua l e nrolle e s  for e a ch month s ta rting

with the  month following imple me nta tion of ne w ra te s  in this  ca s e  a nd a pply tha t a mount

s

A.

s.
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1

2

to the $4.10 discount to determine the amount of discount not actually provided. The

Commission can determine further details of a refund in the next rate case.

Q- IS ARIZONA-AMERICAN WILLING TO ESTABLISH A VOLUNTARY

ADDITIONAL PAYMENT FEATURE (E.G., $1 EXTRA) ON CUSTOMER BILLS

AS IS COMMON WITH ELECTRIC UTILITIES AS AN ADDITIONAL

CONTRIBUTION TO THE LOW INCOME PROGRAM?

3

4

5

6

7

8

9

Yes, and such contributions would help fund the discount to enrolled customers.

Arizona-American is reviewing the cost and effectiveness of implementing such a

feature.

Q. S HO ULD A LO W-INC O ME  P R O G R AM B E  E XTE NDE D TO  AR IZO NA-

AME RICAN' S  O THE R DIS TRICTS ?

10

l l

12

13

14

15

16

17

18

19

20

Yes. I envision a low-income program spanning all of Arizona-American's districts with

a single shared-fUnding mechanism. Customers in our Mohave, Havasu, and Tubac

districts especially need a low-income program, even more than Sun city. However,

there are probably too few non-low-income residents in these communities to fund the

low income program, so I suggest that funds would be generated and shared across

districts. I was informed by the Sun City Taxpayers Association that APS' low income

program provides low-income assistance to qualifying residents of Sun City with funds

generated statewide. It is simply a reality that low-income persons are concentrated in

some communities and not in others.

21

22

23

24

VIII RATE CASEEXPENSE

DO YOU HAVE AN UPDATE TO RATE CASE EXPENSE?Q-

A. Yes. Exhibit TMB-R4 displays total rate case expense of $94,266. The annual

amortization of that expense over three years is $31,422. My updated estimate

A.

A.

b
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incorpora te s  S ta ffs  recommenda tion of $17,500 for the  fire -flow survey and e limina te s

expense  for the  cos t-of-equity witness .

IX

Q.

R ATE  DE S IG N

DO E S  AR IZO NA-AME R IC AN AC C E P T S TAF F ' S  R E C O MME NDATIO N TO

REDUCE BREAK-OVER P OINTS  IN THE RATE DES IGN AS  P ER S CHEDULE

3

4

5

6

7

8

A.

SPI-1.

Yes, this is consistent with reductions in break-over points in other recent cases and is

acceptable as long as the rate design produces the recommended revenue requirement.

9

10

1 3

14

Q~ DOES ARIZONA-AMERICAN ACCEPT RUC()'S RECOMMENDATION TO

GRADUALLY SHIFT MORE REVENUERECOVERY TO THE COMMODITY

CHARGE?

Arizona~American requests that RUCO indicate whether it accepts Staff' s proposal to

reduce break-even points and, if so, to please update its rate design proposal for Arizona-

American to respond to in rejoinder testimony.

IX

Q-

ACHIEVEMENT INCENTIVE PAY

RUCO RECOMMENDS DISALLOWING 30 PERCENT OF INCENTIVE PAY

BASED ON THE PRECEDENT IN THE RECENT PARADISE VALLEY RATE

CASE. HOW DO YOU RESPOND?

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

A. While I appreciate Mr. Coley accepting 70% of incentive pay (which is based on

operational performance), the Commission should reject Mr. Coley's Operating Expense

Adjustment #8 contained in his Schedule TJC-8 because the case precedent he cites in the

recent Paradise Valley rate case does not apply to Sun City Water. Staff did not make a

similar adjustment. Mr. Coley cites from that decision "...shareholders are the primary

beneficiaries ofadditional projit the Company achieves as a result of meeting its

tinancid targets.. ," (Decision No. 68858, page 20). However, unlike Paradise Valley,

A.

1»
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2

3

4

5

6

7

8

9

10

11

12

the Sun city Water District is a former Citizens' property and Arizona-American's

adjusted test-year results reflect a net loss in this district (and as a whole for that matter),

Hence, any increase in net income attributable to employees achieving financial targets

during the test year only helped reduce overall losses in this timeframe, not create profit.

In other words, employees met financial targets established in the incentive plan for

Arizona-American by coming closer to plan, not by achieving positive net income, This

reduces our ongoing equity erosion and helps Arizona-American to achieve the shared

goal of a 40% equity ratio. Therefore, it is appropriate to reward employees for reducing

losses and helping to create a healthier utility, which clearly benefits customers. .

American Water has shown remarkable restraint during this period of losses by Arizona-

American. The Commission should support an incentive plan oriented towards long-term

recovery, rather than short-tem draconian actions.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE?13

14 Ye s .A.

\»





Sun City Fire Hydrant
Flow Improvement Project
Arizona American Water seeks your input on proposed Ere hydrant flow
improvements. A summary of the responses we receive will be provided to
the Arizona Corporation Commission.

In 2004, the Arizona Corporation Commission directed Arizona American Water to form
a community Task Force in its Sun City Water District to determine if water production,
storage capacity, water \Ines. water pressure and fire hydrants were sufficient to provide
an adequate level of fire protection.

The Task Force included representatives from the Sun City Taxpayers Assodarlon, Recreation
Centers of Sun City, Sun City Home Owners Association, Sun City Fire Department. Town of
Youngtown, the City of Surprise Fire Department and several local resident and business
representatives. Consultants to the Task Force identified the existing fire flows as
inadequate to meet the recommendation by local fire departments. In some areas,
flows below sao gallons per minute were identified, which is less than the recommended
International Standard of 1,500 gallons per minute for a period of two hours.

The Task Force endorsed a four-year construction plan-costing $3.1 million in 2004

dollars-which includes water main replacements and new fire hydrants. Those
neighborhoods with the lowest fire hydrant flow would be improved first under the plan,
with residential customers taking priority over commercial areas. The multi-phase

construction plan includes 44,133 feet of new water mains and 195 new fire hydrants:

Sun City:
21,492 Hneaf feet of water mains and 78 fire hydrants

Youngstown:
21.391 linear feet of water mains and 117 fire hydrants

Peoria:
1,250 linear feet of waler mains

How this affects you...
The table below provides a yearly estimate, starting in 2010,
of how the cost of improving fire hydrant flows, if approved, is
expended to impact your monthly water b\'11:

2010
2011
2012

zo13 and beyond

3.5 cents per every 1,000 gallons
7.4 cents per every 1,ooo gallons

NA Cenis per every 1,000 gallons
17A cents per every 1,000 gallons

The average residential customer in the Sun City water district uses 8.269 gallons of
water per month, which presently costs $13.91. Please review your current water bill to
determine your water usage. If you need further assistance, please call 1-8000383-0834 to
speak with one of our customer service representatives. If you would like more information
concerning the Hre flow project details or costs, please contact Todd Walker. Community
Relations Manager. 623-815-3112, or via email at todd.walker@amwater.com.

Arizona American Water cwremly has a rate case pending before the Arizona Corporation
Commission to increase water rates in he Sun City Water District and to also fund fire
hydrant flow improvements through a surcharge.

Contact your property insurance agent if you have questions about how improved fire
safety may impact your future homeowner's insurance rates.

Excerpt from Arizona Department of Insurance Website:

what affects home insuranceprices?
Local Fire Protection: The number of five hydrants and Fire departments
and the availability of water are just some factors which determine
your area's fire protection doss.

Arizona Department of Insurance. 602-364-2499 or vlww.id.state.oz.us

Please Gmeck One:
U Yes. I support improving fire hydlaht

Rows in Sun Gay Water Dark\.

U No, I :Io not support improving tire
hydrant flows.

Please Gwen One:

U Y¢S. I am wtl'Ing to pay in my water bill
fur the cost of improving fire hydrant
flows in sun city Water disXrkt so long
as the Arizona Corporation Cnmmissiun
Hods the costs reasonable.

D No, I am not willing/able to pay for the
proposed fire hydrant flow improvements
In my water bill.

Thank you for yurt participation in this survey. The results of this survey w\TI be available to you,
our customer. The Arizona Corporation Commission rate case hearing is cumentiy scheduled for
lo a.m. on January 7, zoos. of the fire hydrant How improvement pmjert is approved, construction
is likely to begin in 2009. Ruponsu must be postmarked by December 1, 2007.

Name:

Address:

Phone:

i
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R e : Town of Paradise Valley Resolution No. 1156 re Reconsideration of Arizona
Corporation Commission Decision No. 68858

Dear Chairman Gleason:

In response to concerns raised by a number of Town of Paradise Valley residents and businesses,
and in response to requests by some of the Arizona Corporation Commissioners, the Town of
Paradise Valley adopted a resolution at its meeting last night to clarify its position on whether

Commission Decision No. 68858 should be reconsidered and what the Town believes should be
the scope of the issues if such a reconsideration were to occur. A certified copy of the

Resolution (# 1156) is attached for your review. I have also attached a copy of the Action Report
to the Council that accompanied the Resolution that provides a little more detail as to the

reasoning behind the Council's desire to see Commission Decision No. 68858 considered.

I
r
I

I
I

r

As you can gather from the Resolution and the Action Report, the Council believes that the use
of surcharges (or tiered rate systems) to encourage conservation is an important goal that should

be retained in any new rate structure that may be considered by the Commission. The Council
has been advised that a Modification of Decision No. 68858 from the use of a contribution in aid
of construction (CIAC) rate methodology to a more typical rate baselrate ofretuxn method can

include a tiefredrate structure that incorporates many of the same conservation Nicentives as the

surcharges implemented in Decision No. 68858. Although the rate base/rate of ream model may
lower the current water bills of all users in the Arizona American W ater Company's (the

"Company") Paradise Valley W ater Distr ict ("Distr ict") and allow for some return by the
Company, it will continue a conservation incentive that will last longer than .would be the case

with the CIAC method.

One rotter that the Council also found imponamt to note is that the use of the rate base/rate of
return method will permit the fire How improvements to be built sooner and thus promote the
public safety and welfare for the residents in the District. Should the Commission re-open
Decision No. 68858, I have also been instructed to file a Mot ion to Mteweme so that the Town's
position on any rate model considered during the re-opend case can be further clarified as may

be needed.

I

;

h
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Additionally, the Town's Water Committee will be working with the Company to develop
incentives for Town properties thatbecome part of a water conservation landscape conversion
program. The Town would like tO explore such a program for fixture rate cases, but believes that
it is a plan that needs more discussion and plaining than is feasible under what it believes should
be the. limited scope of the reconsideration requested 'm the Resolution.

I

Thank you in advance for your interest in the Town's input into the reconsideration of Decision
No. 68858.

Sincerely,

Andrew M. Miller
Town Attorney
AMM/dlw
cc :

Commissioner Gary Piece
Commissioner William A. Mundell
Commissioner Hatch~Mi11er
Commissioner Kristin Mayes
Tom Martinsen, Town Manager
Docket Control
Dean Miller

il
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I
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When recorded, rein to :

Paradise Valley Town Attorney
6401 East Lincoln Drive
Paradise Valley, Arizona 85253

RESOLUTION no. 1156
A RESOLUTION OF THE TOWN COUNCIL OF THE TOWN OF

PARADISE VALLEY REQUESTING THE ARIZONA
CORPORATION comuvussIon TO RE-OPEN DECISION no. 68858
ARIZONA AMERICAN WATER COMPANY, PARADISE VALLEY

WATER DISTRICT, DOCKET nos. W-01303A-05-0405 AND W-01303A-05-0910
PURSUANT TO ARIZONA REVISED STATUTE §40-252.

BE IT RES OLVED:

E
I
z
I
|

WHEREAS, on July 28, 2006, the Arizona Corporation Commission ("ACC")

issued Decision No. 68858 in the Matter of the Application of Arizona American Water

Company, an Arizona Corporation, For a Determination of the Current Fair Value of Its

Utility Plant and Property, and For Increases in Its Rates and Charges Based Thereon for

Utility Servl'ce by Its Paradise Valley Water District;

WHEREAS, pursuant to Decision No. 68858, the ACC authorized the Arizona

American Water Company ("Company") to recover the construction costs associated

with fire flow improvements ("FFP') via a Public Safety Fire Flow Surcharge and a High

Block Usage Surcharge (collectively the "Surcharges"), with such amounts to be

accounted for as Contributions in Aid of Construction ("cIAo").

WHEREAS, the Town of Paradise Valley ("Town") believes that the FFI are

vitally important to the public welfare and safety of Town msidenwmd could be

constructed more expeditiously if typical rate base/rate of return model were used

instead fusing a CIAC method;

E O:\Resolutions\200'7\l l56.do¢
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WHEREAS, the Town believes that one of the ACC's goals in implementing the

Surcharges was to encourage water conservation by :making the high volume users pay

proportionately more for higher monthly water usage amounts;

WHEREAS, the Town agrees that conservation of water resources is desirable

and that the use of Surcharges to encourage conservation should be maintained;

WHEREAS, the Town is concerned that recovery of the costs of theFFI via the

Surcharges has had the unintended consequenceof causing a dramatic rate increase for

some residential and commercial customers,

WHEREAS, the Town believes thata modification of Decision No. 68858 for the

limited purpose of charging to a typical rate-base/rate of return model instead of a CIAC

model and retaining the Surcharges with only a reduction in their amounts based on the

use of a rate-base/rate of return model, will not only provide for more expeditious

construction of the PFI public Mew improvements but will also continue to encourage

conservation, including conservation by future customers of the Company;

WHEREAS, the Town Council of Paradise Valley deems it necessary and in the

best interest of the residents and businesses of the Town of Paradise Valley to request

that the ACC re-open Decision No.68858 pursuant to A.R.S. §40-252 on a limited basis

to review and revise the mechanism for recovery of costs associated with thenecessary

tire flow upgrades in rates.

IT IS THEREFORE RESOLVED THAT the Town of ParadiSe Valley

|
I

»

respectfully requests the ACC to re-opeln Decision No. 68858 for the limited purpose of

reviewing whether a more typicalrate-base/rate of return rate model will further the

beneficial goals of expeditiously providing needed 'fire How improvements, encouraging

1

i
i
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water conservation, and fairly distributing the costs of such improvements among the

current and fixture Paradise Valley Water District customers.

PASSED AND ADOPTED by the Town Council this 27th day of September,

2007. .

` K x* \ . \

Ed Winkler, Mayor

..»~ l

ATl'EST:

Du n can  Mille r own  Clerk

APPROVED AS TO FORM

A;1drew M. Miller, Town Attorney

CERTIFICATION

I, Duncan Miller, Town Clerk hereby certify that the foregoing is a full, true and
correct copy of Resolution Number 1156 duly and regularly passed and adopted by vote of
the Town Council of Paradise Valley at a meeting thereof day called and held on the 27th
day of September 2007. That said Resolution appears in the minutes of said meeting, and
that the same has not been rescinded or modified and is now in full force andeifecti"

I ixrther certify that said municipal corporation is duly organized and existing, and
has the power to take the action cradled for by the foregoing Resolution.

40WN OI? Dlzvv~¢.4lnn 1
Duncan Mill Town Clerk

;nw0nr0nArzn19s1'é
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TOWN OF PAR.ADISE VALLEY
TOWN COUNCIL ACTION REPORT

DIS CUS S ION

The Town of Paradise Valley (Town) Water Committee, over the course of marry meetings, had
encouraged the Arizona American Water Company (Arizona American) to make Fire Flow
Improvements (FFI) in its Paradise Valley Water District (District). Arizona American met with
user groups in the District and subsequently requested a rate increase request to the Arizona
Corporation Commission (ACC) in 2005-2006, at that time known as Docket No. W-01303A-505
0405 (the "Rate Case"). The ACC staff requested that the Town file an amicus brief in the Rate
Case addressing issues related to the Gift Clause in the Arizona Constitution and other matters; and
the Town subsequently approved Resolution Number 1125 authorizing the Town Attorney to file
such a brief

On Jllly 28, 2006, the ACC issued Decision No. 68858 in the Rate Case matter, in which the ACC
authorized Arizona American to recover the construction costs associated with FFI via a Public
Safety Fire Flow Surcharge and a High Block Usage Surcharge (collectively the "Surcharges"), with
such amounts to be accounted for as Contributions in Aid of Construction (CIAC). The Town was
not aware that the CIAC model was being recommended as the method of paying for the FFI, nor
that the use of the CIAC model would lengthen the amount of time over which the FFI would be

Because the construction of the PFI are vitally important to the safety of Town residents and could
be constructed more expeditiously if a typical rate baselrate ofretum model were used in .the Rate
Case instead fusing a CIAC method, the Town should request that the ACC reopen the Rate Case
for the limited purpose of amending Decision No. 68858, so that a typical rate-base/rate of return
modelbe instituted inStead of a CIAC model. Using such a model would provide for more
expeditious construction of the PFI while still retaining the conservation goals that were part of the
reason for utilizing the Surcharges in Decision No. 68858

The Town desires to encourage conservation, including conservation by future customers of the
Company. However, the Town has received a number of complaiNts from both residential and
commercial customers in the PV District that recovery of the costs of the FFI via the Surcharges has
had the unintended consequence of causing an unpredicted dramatic rate increase for some
residential and commercial customers. Many of the complainants have suggested that the
Surcharges should he spread out over time so that future High Block Users (meaning those who have
projects in the planning stages at this time) would be subject to the Surcharges and have the same
conservation incentive as current High Block Users

N:\AcxionReports\Y200'l\AZ Corp Commission Reopaming Resolution92707,doc



FISCAL IMPACT
None.

COMMUNITY IMPACT:
Fire Flow Improvements 'm Arizona American's PV District may be built sooner.

r4

¢_
Www M0\@4¢<_
Thomas M. Martinson, TownManagerAndreW M. Miller,Town Attorney

Attachment: Resolution No. 1156

It would appear that a modification of Decision Na. 68858 for the limited purpose of changing to a
typical rate-base/rate of return model instead of a CIAC model would retain (and expand over a
longer time period) the Conservation god of the Surcharges and provide for more timely construction
of the FFI. Resolution.No. 1156 requests that the ACC make this limited change tO DecisionNo.
68858. and determine whether it will further the mutually beneficial goals noted above. It is
respectfully recommended that the Town Council adopt Resolution No. 1156.

'\
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SUN CITY DISTRICT FIRE FLOW IMPROVEMENTS
PHASING AS PER DIRECT TESTIMONY OF BRIAN K. BIESEMEYER

REVISED EXHBIT TMB-1
Page t of 1

TRANSLATION OF 2004 CAPITAL DOLLARS TO
ANNUAL INFLATION IN 2005 AND 2006 AND

YEAR PROJECT IS CONSTRUCTED
6% ANNUAL INFLATION THEREAFTER

YEAR 0 AND 1
FUTURE $'S

$995,763

YEAR 3

INFLATION
1.44112936

1.527597122

1.619252949

1.71m08126

TOTAL

2004 $'S
5690,960

$699,568

$702,934

$986,640

$3,080,102

FORECASTED REVENUE REQUIREMENT USING FUTURE s's

$1,068,658

$1,138,228

$1,693,4/7

$4,896

$995,763
3.33%

$33,159
$20,360
0.0798

$79,462
$99,821

1 .6286

51,068,658
3.33%

$35.586
$21,850

0.0798
$85,279

$107,t29
1.6286

$1,138,228
3.33%

$37,903
$23,272

0.0798
$90.831

$114, 103
1.6286

$1 ,693,477
3.33%

$56,393
$34,625
0.0798

$135, 139
$169,765

1.6286

ORIGINAL COST RATE BASE
DEPRECIATION RATE
DEPRECIATION EXPENSE
DEPRECIATION EXPENSE NET OF TAX
RATE OF RETURN
REQUIRED OPERATING INCOME
OPERATING INCOME DEFICIENCY
GROSS REVENUE CONVERSION
REVENUE DEFICIENCY
ACCUMULATED REVENUE DEFICIENCY
TEST YEAR CONSUMPTION SCHEDULE E-7

$162,569
$162,569

4.688.598

$174,470
$337,039

4.688.598

$185,828
$522,868

4.688.598

$276,479
$799,346

4.688.598

ADJUSTED TEST YEAR EXISTING REVENUES $7,688,479 $7,688,479 $7,688,479 $7,688,479

FORECAST OF INCREASE IN PUBLIC SAFETY S
REVENUE PER 1000 GALLONS $ 0.0347 $ 0.0719 $ 0.1115 $ 0.1105



EXHIBITTMB-R3



PROMISSORY NOTE
FOR LONG-TERM BORROWINGS
6.593% Maturity - Oc tobe r 15, 2037

$16,450,000 October 22, 2007

FOR VALUE RECENED, Arizona-Amedcan Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its oiiices at 1025 Laurel Oak
Road, Voorhees, NJ 08043 or such other place as Lender may from time to time designate, the
principal sum of Sixteen Million Four Hundred Fifty Thousand dollars ($16,450,000),
together with interest thereon from the date hereof until paid in Ml. Interest shall be charged on
the unpaid outstanding principal balance hereof at a rate per annum equal to the rate paid and to
be paid by Lender with respect to the borrowings it made in order to provide funds to Borrower
hereunder. Interest on borrowings shall be due and payable in immediately available funds on
the same business day on which the Lender must pay interest on the borrowings it made in order
to provide funds to the Borrower hereunder, The principal amount hereof shall be due and
payable hereunder at such times and in such amounts and in such installments hereunder as the
Lender must pay with respect to the borrowings it made in order to provide funds to the
Borrower hereunder. Lender has provided Borrower with a copy of the documentation
evidencing the borrowings made by Lender in order to provide funds to Borrower hereunder. In
the absence of manifest error, such documentation and the records maintained by Lender of the
amount and term, if any, of borrowings hereunder shall be deemed conclusive.

The occurrence of one or more of any of the following shall constitute an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days aler the same shall become due and payable, whether at maturity or by
acceleration or otherwise,

(b) Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its properly, admit in writing its inability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
banlumpt or insolvent or tile a voluntary petition 'm bankruptcy or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage of any bankruptcy,
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition Bled against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeldng reorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its property, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days.

B-1
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Upon the occurrence of any event of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sons due and payable to Lender
hereunder shall, at the option of Lender, become due and payable immediately. In addition to
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concurrently, successively or otherwise any and adj rights and remedies available to
Lender by law, equity, statute or otherwise.

Borrower hereby waivers presentment, demand, notice of nonpayment, protest,
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law,
Borrower waives the right to any stay of execution and the benefit of ad] exemption laws now or
hereafter in effect.

Following the occurrence of any event of default, Borrower will pay upon
demand all costs and expenses (including all amounts paid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or Powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein 80m the date of such demand until paid in Ml. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law.

If for any reason one ormoreof the provisions of this Note or their application to
any entity or circumstances shallbe held to be invalid, illegal or unenforceable in any respect or
to any extent, such provisions shallnevertheless remain valid, legal and enforceablein all such
other respects and to such extent as may be permissible. In addition, any such invalidity,
illegality orunenforceability shall not affect any other provisionsof this Note, but thisNote shall
be construed as if such invalid, illegal or unenforceable provisionhad never been contdned
herein.

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower"
whenever occurring herein shall be deemed and construed to include suchrespective successors
and assigns.

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a statementofadditional rights and obligations of Lender and Borrower.

B-2
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IN WITNESS WHEREOF, Borrower has executed this PromissoryNote the day
and year first written above.

A m Amennn Water Company

Christos et Blls
VP of Finance

B-3
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SUN CITY WATER
CASE no. W-01303A-07-0209

EXHIBIT TMB-R4

RATE CASE EXPENSE UPDATE

Rate Case Expense

Actual
through
9/24/2007

Additional
Expense

Total
Estimated
Expense

External Counsel $8,550.00 $40,790.00 $49,340.00

Dollar Energy Fund
Low Income Program Testimony, External Vwtness $1,650.00 $10,000.00 $11_650,0)

Copying Services, Public Meetings, Notices, Surveys

$2,000.00$1 ,392.07
$33.03

$170.00
$1 ,357.34

$24.78
$8,298.72

$25.00

Fedex Kinko's
Arizona Republic Classified
Mesa Tribune
Office Max
Moody's Quick Delivery
Direct lmpad (Postage, Copying Notice)
Additional Fire Flow & Ratemaking Survey
Public Participation Meetings
Miscellaneous Other

$0.00
$464.73

$17,500.00
$2,000,00

$3,392.07
$33.03

$170.00
$1,367.34

$49.78
$8,298.72

$17,500.00
$2,000.00

$464.73

TOTAL $21 ,950.67 $72,315.00 $94,265.67

4
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P a ge  iii

E XE C UTIVE  S UMMAR Y

In his  re joinde r te s timony Thoma s  M. Brode rick te s tifie s  a s  follows :

Fire Flow
Mr. Broderick discusses a recent survey concerning the Sun City community's support for
Arizona-American's proposed fire-flow project. He was surprised and pleased with the high
response rate and the overall level of support for rate recovery of the fire-flow project.

Mr. Broderick next discusses the revised cost estimate for the fire-flow project and states that
delay, if any, will further increase the cost.

Mr. Broderick genera lly accepts  S ta ff' s  proposed Fire  Flow Cost Recovery Mechanism.

Mr. Broderick demonstrates that RUCO witness Diaz Cortez significantly overestimated the
average rate increase to recover the costs of the fire-ilow project.

Cost of Debt
Mr. Broderick sponsors an updated cost»of-debt schedule.

Low-Income Program
Mr. Broderick explains how Arizona-American would wind down the low-income program if it
is not successful, and how it will be expanded if it is successful.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Rate Case Expense
Mr. Broderick generally accepts Staffs proposal to amortize rate-case expense over four years.

Rate Design
Mr. Broderick does not accept RUCO's recommendation to shift more revenue recovery to the
commodity charge. Arizona-American has confirmed Staff' s rate design and updated it to
Arizona-American's revenue requirement.

5
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I1

2

3

4

5

Q-

INTR O DUC TIO N AND Q UALIF IC ATIO NS

P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMBE R .

My na me  is  Thoma s  M. Brode rick. My business address is 19820 N. 7m Street, Suite

201 , Phoenix, Arizona 85024, and my business phone is  623-445-2420.

6

7

8

9

Q- IN WHAT C AP AC ITY AND B Y WHO M AR E  YO U E MP LO YE D?

I am Manager, Rates and Regulatory Affairs for American Water for the states of

Arizona,New Mexico and Texas. Arizona-American Water Company ("Arizona-

American") is a wholly-owned subsidiary of American Water.

Q- DID YOU SUBMIT DIRECT AND REBUTTAL TESTIMONY IN THIS CASE?10

11 Ye s .

II P URP OS E OF REJ OINDER TES TIMONY

WHAT is  THE  P URP O S E  O F  YO UR RE BUTTAL TE S TIMO NY IN THIS

1 2

1 3

1 4

1 5

Q-

CASE?

Please refer to the Executive Summary, which precedes my rebuttal testimony.

III1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

Q-

F IR E  F LO W

A CUS TO ME R S URVE Y

HAVE  THE  RE S ULTS OF THE  RE CE NT S UN CITY CUS TOME RS S URVE Y

C O NC E R NING  THE F IR E  F LO W P RO J E CT BE E N TAB ULATE D?

Yes. Our survey vendor received a total of 3,247 survey responses from Sun City Water

customers. Recall that the first question was, "Yes, I support improving fire hydrant

flows in Sun City Water District or No, I do not support improving fire hydrant flows."

We received a total of 1,801 "yes" responses to this question and 1,256 "no" responses,

The "yes" rate was, therefore, nearly 59%.

A.

A.

A.

A.

A.

4
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The  second ques tion was , "Yes , I am willing to pay in my wa te r bill for the  cos t of

improving tire  hydra nt flows  in Sun City Wa te r dis trict so long a s  the  Arizona

Corpora tion Commiss ion finds  the  cos ts  reasonable  or No, I am not willing / able  to pay

for the  propose d tire  hydra nt flow improve me nts  in my wa te r bill." We  re ce ive d a  tota l

of 1,565 "yes" responses  to the  second question and 1,506 "no" responses . The  "yes"

rate  was nearly 51 %.

Exhibit TMB-RJ-1 provides the survey responses and reconciles all the categories of

responses received to the 3,247 response total. For example, some responses contained

only written comments without any response to the questions. Well over 90% of the

respondents voluntarily provided name and contact information.

Q. WHAT IS  YOUR IMP RES S ION OF THE S URVEY RES P ONS ES ?

Our survey vendor told me that a response from 3,247 customers out of an approximate

base of 22,000 Sun City residential customers is quite high. Also, although I expected

the majority to favor the project, I did not expect that over 50% of the respondents would

be willing to pay for the project in water bills.

I hope  tha t this  survey and its  re sults  will he lp the  Commiss ion reach its  decis ion

conce rning the  fire  flow proje ct.

19 Q.

B COST ESTIMATE

HAS ARIZONA-AMERICAN'S RECENTLY UPDATED ITS ESTIMATE FOR

THE SUN CITY FIRE FLOW PROJECT COST?

Yes. In response to Sta:tT's surrebuttal testimony cost estimate, Arizona-American's

engineer, Mr. Joe Gross, re-contacted Brown & Caldwell, the vendor that performed the

study for the Task Force, to obtain additional and updated cost information. In his

rejoinder testimony Mr. Gross presents an updated and complete cost estimate of $5.1

h 4
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1

2

3

4

5

million. This  is  s lightly highe r tha n our prior e s tima te  of $4.9 million, a nd it is  s till

s ignifica ntly highe r tha n S ta y's  e s tima te  of $2.7 million. If the  proje c t we re  de la ye d

furthe r, Arizona -Ame rica n's  cos t e s tima te  would a ls o incre a s e  furthe r. Arizona -

Ame rica n will upda te  this  cos t e s tima te  s e ve ra l more  time s  ove r the  ne xt fe w ye a rs  until

the  proje ct is  comple te d,

Q-

C F IR E  F LO W C O S T R E C O VE R Y ME C HANIS M

DO E S  ARIZO NA-AME RICAN ACCE P T S TAFF ' S  F IRE  FLO W CO S T

6

7

8

9

10

13

14

15

A.

R E C O VE R Y ME C HANIS M (" F C R M" )?

Yes, a lthough apparently I did not make  tha t entire ly clear in my rebutta l tes timony. 'i-t~is~

also acceptable to postpone the discLIs

da te  if tha t is  the Ccrrnni:,s ion'.3 prcfcruicc. P lea se  note , howeve r, tha t the FCRM s te p

tiling process  is  s treamlined and my assumption is  tha t it will be  appropria te  to file  each

step increase  with ra te  design which places 50% of the  revenue  requirement on the

monthly minimum and 50% on the  commodity - jus t a s  was  the  precedent with the

ACRM.

Q.

D ANNUAL BILL INCREASE

WAS RUCO'S Ms. DIAZ CORTEZ CORRECT WHEN SHE STATED THAT

THE ANNUAL INCREASE IN EACH WATER BILL WAS $213 PER

CUSTOMER TO FUND THE FIRE FLOW PROJECT?

1 6

1 7

18

1 9

2 0

21

2 2

2 3

2 4

A. No. Ms. Diaz Cortez divided the totalcapital cost estimate of $4.9 million by the

approximate customer count of 23,000 to create her $213 estimate, Hence, she calculated

the total tire flow investment cost per customer, but that is not the "annual increase" in

each customer's water bill, Rather, Arizona-American is proposing a normal revenue-

requirements formula. The annual increase was provided to customers in the survey,

s
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although that now can be increased slightly for the increase in the capital cost estimate

firm $4.9 million to $5.1 million

3

4

IV

Q-

COST OF DEBT

HAVE YOU UPDATED ARIZONA-AI\'iERICAN'S COST OF CAPITAL WITH

ACTUAL RESULTS THROUGH NOVEMBER 2007?

Yes. Exhibit TMB-RJ2 updates the capital stricture and Ms Gutowski incorporates this

slight update in her rejoinder testimony. The rebuttal in-weighted cost of debt (5.5%)

and the return on equity (10.8%) have not changed in my rejoinder testimony

10 Q-

NE W LO W-INC O ME  P R O G R AM

RUC() AS KS  ARIZO NA-AME RICAN TO  DE S CRIBE  ITS  INTE NTIO NS  IF  THE

LO W-INC O ME  P R O G R AM' S  E NR O LLME NT IS  E ITHE R  VE R Y LO W O R

HIGH. WHAT ARE ARIZONA-AMERICAN'S INTENTIONS?

Because 1,000 customers would be eligible, an enrollment of only a few hundred would

be disappointing. If actual customer enrollment is only at this level alter six or nine

months following approval, Arizona-American intends to inform the parties of this

situation and that if enrollment remained low on the first anniversary, the program would

shortly thereafter be terminated; This would result in our ceasing to compensate Dollar

Energy. We would leave the few enrollees on the low-income tariff until the next rate

case without further action necessary on their part. The true-up refund to non

participants would apply in the manner I earlier described in my testimony

lg on the other hand, the program is very successful and there is a waiting list of eligible lot 5 Up 6

customers, then I would attempt to address this in the next Arizona-American rate case

which should be tiled within the next six months. The rate case will include most of

Arizona American's other districts, ad I intend to propose a state wide low~inwrne
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l

2

3

4

5

6

7

gram. As I discussed in prior testimony\ customers in the MohaVe and Havasu

districts in particular ar\e\even more deserving af the program (from an income-burden

perspective) than Sun City\l>ut that there are also Pockets of low-income cUqomers in the

Tubac distn\t. If the state-wide program is approved, enrollment in Arizona

other districts With low-income cxlstomers should be allowed to first rampup to th

established eligibimy levels. Enrollment in the Sun City Wate\iistrict and elsewhere

con;ld then expand Er to whatever total level the state~wide program can fund

cancan's

8

9

10

If the mission does not xpprove a statewide low-income funding mésbanism, then I

would not e able to increase ekpollment in the San City Water district until at district's

next rate case probably four year\away

11

12

13

14

15

16

17

18

19

Q- HAS ARIZONA-AMERICAN UPDATED ITS R.ATE DESIGN FOR THE Low-

INCO ME PROGRAM AFTER REVIEWING STAFF'S RATE DESIGN?

Yes. Staff lowered the threshold of the last rate block and Arizona-American earlier

accepted that. Using the test-year consumption in the revised last rate block, the revised

increase to that block necessary to fund approximately $50,000 of low income rate

discounts requires an approximate $0.05 per 1000 gallon increase to non-participants' last

block consumption. Under Staff's proposed rate design, the total consumption in the last

block is 1,018,730 thousand gallons which translates to an exact $0.491 per 1000 gallons

adder to non-participants.

20

21

22

23

It is preferable to address the funding of the rate discount in rate design as opposed to

treating the discount as an increase to expense. In his surrebuttad testimony, RUCO's Mr.

Coley includes Operating Adjustment #12 which includes the $50,000 discount as an

increase to expense, However, please recall that the $50,000 is only for the funding the

5

A.
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1

2

discounts. Arizona-American is not seeldng recovery of the program and administration

expenses in this current rate case. So, this is truly only a rate-design issue.

VI

Q-

RATE CASE EXPENSE

DO YOU ACCEPT STAFF'S  PROPOSAL TO AMORTIZE RATE CAS E

3

4

5

6

7

8

A.

EXPENSE OVER FOUR YEARS?

Yes, although I note that if the next rate case is sooner than that, I intend to include any

unamortized expense firm this current case into rate case expense for the next case. Ms.

Gutowski accepts this adjustment in her updated schedules,

VII9

1 0

11

12

13

14

15

16

Q-

RATE DES IGN

DOES ARIZONA-AMERICAN ACCEPT RUCO'S  RECOMMENDATION TO

SHIFT MORE REVENUE RECOVERY TO THE COMMODITY CHARGE?

I do not think this further shits is necessary yet, given the increase in the last rate block to

fund the low-income program and the uncertainty over the future rate design of the fire-

flow surcharge. It is also difficult to respond to RUCO since it has not yet indicated if it

accepts Staff' s proposal to lower the break-points on the rate blocks (which Arizona-

American accepted). I understand that RUCO will shortly update its rate design.

Q, HAS ARIZONA-AMERICAN CONFIRMED STAFF'S RATE DESIGN AND

UPDATEDIT TO ARIZONA-AMERICAN'S REVENUE REQUIREMENT?

17

18

19

2 0

2 1

2 2

23

2 4

A. Yes and yes. Please see Endiibit TMB-RJ3 for Arizona-American's rate design using its

rebuttal revenue requirement. Ms. Gutowski is slightly updating this revenue

requirement which means Arizona-American will later submit slightly updated rate

design. Also, Arizona-American will later include a low-income late schedule and

increase the last block rates for residential and commercial by the calculated $0.491 per

1000 fallen increase.

A.
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1 Q- DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY IN THIS CASE?
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Sun City Fire Flow Survey Results

Yes & Ye s
Yes & No
Ye s & No Ans
No & Ye s
No Ans & Ye s
No & No
No & No Ans
No Ans & No

1481

225

9 5

73

1171

7 4
110

7

3247

Total Qu. 1 "Yes"
Total Qu.1 "Ng"

Total Qu. 2 "Yes"
Total Qu. 2 "No"

1801
1256
1565
1506

Comment Only
Total Responses

QUESTION 1 :
Ye s , I support improving fire  hydra nt flows  in S un City Wa te r Dis trict

No, I do not support improving fire  hydra nt flows

Q UE S TIO N 2 :
Ye s , I a m willing to pa y in my wa te r bill for the  cos t of improving fire  hydra nt flows  in
Sun City Wate r dis trict so long a s  the  Arizona  Corpora tion Commiss ion finds  the
costs reasonable

No, I a m not willing/a ble  to pa y for the  propose d fire  hydra nt flow improve me nts  in
my wa te r bill

¢»
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Arizona-Amen°can's Capital Struchlre

Cost of Debt
Actua l a nd Projected

as  of Annual Inte re s t
11/30/2007

Interest Rate

$ 4,519,474
41,323
23,036
43,340
37,123

321,877
2,587
1,327
3,112
2,665

7.122% Actual
6.260% Actual
5.761% Actual
7.180% Actual
7.179% Actual

Long-Te rm De bt
Aug '08 L-T Se nior Note s
S e pt 'la  P ILR - Monte re y
Aug '13 P ILR - Monte s /Lincoln
Aug '15 P ILR - Rosa le s
Aug '15 P ILR - T.O.

Deve lopment
Se pt '28 L-T Note  - Ma ricopa
De c 'l3 L-T P romis s ory Note
De c '16 L-T P romissory Note
De c  'l8 L-T P romis s ory Note
Oct '37 L-T P romis sory Note  (1)

10,635,000
24,700,000
l 1,200,000

123,100,000
10,000,000

386,051
1,331,330

618,240
6,918,220

650,000

3.630%
5.390%
5.520%
5.620%
6.500%

425,249 6.593%
0.000%
5.502%

Actual
Actual
Actual
Actual
ACC
Max.
Actual
Actual

Oct '37 L-T P romissory Note
Phoenix Agreement

Long-Te rm De bt
Tota l De bt

6,450,000
3,000,000

193,749,296
$ 193,749,296 $

10,660,657
10,660,657 5.50% 58.3%

Eq u ity
Amount outstanding

as of 11/30/2007

522,880
149,468,228
(26,280,778)
15,000,000

Actual
Actual
Actual

Common Equitv
Common Stock
Paid in Capital
Retained Earnings
2007 Equity Infusion - Nov '07 Actual $7 M plus $8 m forecast

Total Common Equity $ 138,710,330 41.7%

Total Capitalization s 332,459,626 100%

Short Te rm Debt $ 27,865,243 $ 1,440,884 5.171%

(1) The actual rate for this note is 6.593%.



Docke t No. W-01303A-07-0209
Arizona -American Wa te r Company
Re joinde r Tes timony of Thomas  M, .Brode rick
Exhibit TMB-RJ 3

Arizona-American's Rate Design
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s 8.20
8.20

20.50
41 .00
65,60

131.20
205.00
410.00
656.00

s 8.20
8.20

20.50
41 .of
65.60

131.20
20500
410.00
656.00

20.50
41 .00
65.60

131.20
205.00
410,00

11.48
17.30
36.35
47.46
68.34

$.93
8.93
6.98

s
s
s

0.9a50
1 _4280
1.7109

WA
N/A
NIA

s
s
s

0.9350
1 .4280
1.7109

NIA
N/A
N/A

s
s

1.4280
1.7100

NIA
WA

Company
Pro Ratesn n

I'll lull l l

a

RATE DESIGN

Monthly Usage charge
Preset
Rates

New company
Recommended Rates

5I8" Meter .. Residential
3/4" Meter - Residential

1" Meter - Residential
1%" Meta - Residential

2" Meter - Residential
3" Meter - Resldenlial
4' Male! - Residential
6" Meter - Residential
8" Meter - Residential

s Asa
6.33

16.40
33.77
51.14
86.84

135.00
178,51
350.00

s 8.00
8.00

20.50
41.00
65.60

131.20
205.00
41000
656.00

5/8" Meter - Commercial
3/4" Meter - Conunerdal

1" Meier - Conunefuau
1%" Myer Commercial

2" Meier - Conunefcial
3" Meter - Commeldal
4" Myer - Commercial
6" Meter - Commercial
8" Meter - Commercial

s 6.33
6.33

16.40
33.77
51.14
86.84

135.00
178.51
350.00

s 8.00
8.00

20.50
41.00
65,60

131 .20
205.00
410.00
656.00

1mgauon 1"
lmgauon 1.5"
nrrigauon 2'
lrl"ig8ilon 3'
lmgaaion 4'
lrrigaiion 6"

16.46
33.78
51.15
86.87

135.00
178.56

20.50
41.00
65.60

131 .20
205.00
410.00

prwal»Fn 3'
pnvu»Fh 4'
pnvnFir¢ 6'
pm~eFns"
PIWIBFHS 10"

7.60
11.39
15.83
25.32
39.35

11.1s
17 ,0
36.35
47.46
68.34

Public Interruptible 3"
Public mtenupnible 8'
Standby City of peria
Central Arizona Plied Raw

4.59
4.59
4.62

6.93
6.93
6.98

Commodity Rates

s
s
s

NIA
N/A
N/A

0.7280
1.3448
1 .6785

5/8" Meter (Residemian
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

0.7200
1.1000
1.3160

N/A
WA
N/A

s
s
s

s
s
s

N/A
WA
NIA

0.7280
1.3448
1 .6785

3/4" Meter (Residential)
From 1 Io 4,000 Gallons
From4,001 to 18,000 Gallons
Over 18,000 Gallons
Frurn 1 to 3,000 Gallons
From3.001 to 10,000 Gallons
Over 10,000 Gallons

0.7200
1.1000
1.3160

N/A
N/A
WA

s
s
s

s
s

NIA
WA

1.3448
1,6785

5/8" Meter (Commadal)
FIUITI 1 so 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons

14000
1.3160

N/A
NIA

s
s



s
s

1.4280
1.7100

NIA
WA

s
s

1.42B0
1.7100

N/A
N/A

s
s

1.4280
1.7100

NIA
N/A

s
s

1.4280
1.7100

N/A
NIA

s
s

1 .4280
1.7100

NIA
WA

s
s

1.4280
1.7100

NIA
NIA

s
s

1.4280
1.7100

WA
WA

s
s

1 .4280
1.7100

N/A
N/A

s 1 .0645

1 .0645

1 .0645

1 .0645

1 ,0645

1 .0645

0.9868

0.9866

0.9866

0.9866

0.9866

s 0.8179

0.8179

0.9866

0.8513

*  4

RATE DESIGN

Monthly Usage Charge
3/4' Meter

Present
Rates

Company
Proposed Rates

New Company
Recommended Rates

s
s

1.1000
1.3160

WA
N/A

N/A
WA

1 .3448
1 .6785

(Commercial)
From 1 IO 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
From 10,001 to 10,000 Gallons

s
s

s
s

1.1000
1.3160

WA
N/A

N/A
N/A

1 .3448
1 .6785

1' Meter (Res., Comm.)
From 1 Ru 60,000 Gallons
Over60,000 Gallons
From 1 to 4s,0co Gallons
Over 46,000 Gallons

s
s

s
s

1.1000
1,3160

NIA
NIA

N/A
WA

1.3448
18785

1%" Meter (Res.. Comm.)
From 1 to 125,000 Gallons
Over 125,000 Gallons
From 1 w 106,000 Gallons
Over 106,000 Gallons

s
s

s
s

1.1000
1.3160

N/A
N/A

N/A
N/A

1.3448
1_6785

2' Meter (Res, Comm.)
From 1 la 190,000 Gallons
Over 190,000 Gallons
From 1 to 175,000 Gallons
Over 175,000 Gallons

s
s

s
s

1.1000
13160

N/A
WA

N/A
N/A

1,3448
1.6785

3" Meter (Res,, Comm.)
From 1 to 340,000 Gallons
Over a40_000 Gallons
Fl'om1 to 340,000 Gallons
Over 340,000 Gallons

s
s

s
s

NIA
N/A

1,3448
1.6785

4" Meter (Res., Comm.)
From 1 to 550,000 Gallons
Over 550,000 Gallons
From 1 to 550,000 Gallons
Over 550,000 Gallons

1.1000
1,3160

N/A
NIA

s
s

s
s

1.1000
1.3160

NIA
N/A

N/A
N/A

1 ,3448
1 .6785

e" Meter (Res., Comm.)
From 1 lo 700,000 Gallons
Over 700,000 Gallons
From 1 to 7D0,000 Gallons
Over 700,000 Gallons

s
s

s
s

1.1000
1.3160

N/A
NIA

N/A
WA

113448
1.6785

8" Nleler (Res., Comm.)
From 1 to 1,450,000 Gallons
Over 1,450,000 Gallons
From 1 to 1,430,000 Gallons
Over 1,430,000 Gallons

s
s

nmganon 1"
All Galklns

lrrigaiion 1.5"
An Gallons

lr\'ig81ion 2'
All GHHOUS

lnigaibn 3"
NI Gallons

lmgasian 4'
All Gallons

lmgaaion 6*
All Gallons

s 0.8200

0.8200

0.8200

0,8200

0.8200

0.8209

0.7600

0,7600

0.7600

0.7800

o.7eoo

s 1.0645

1.0645

1,0645

1.0645

1.0645

1.0645

obsess

0.9866

0.9866

0.9866

0.9866

Private FWS 3"
All Gallons

Private Fire 4"
All Gallons

Pllvale Firm 6"
An Gallons

Private Fire 8"
All Gallons

Private Fifi 10"
All Gallons

public lrnwupaibve 3"
All Gallons

Public lntemlptible 8"
All Gallons

Standby - City of Peoria
Au Gallons

Central Arizona Plumed Raw
All G8llOI'\S

s 0.6300

aeaoo

0.7600

0.6558

s 0.9866

0,9866

0,9866

0.8513

\»



» TO1BIMeterumeS

Service Line Ami
Meter lns\alla1i0n ch MeterLine Tolal TotalM a uLine

s s s 500
575
660
900

1,525
2,220
2.165
2,960
3.360
4,265
6,035
7,750

130
205
240
450
945

1,640
1,42o
2,195
2,27o
3,145
4,425
6,120

370
370
420
450
580
580
745
765

1,oso
1,120
1,610
1,630

5/8" Meier
3/4' Meter
1' Meter
kw' Mama
2' Turbine Meter
2" Compound MUM
3" TurbineMeter
3 ' Compound Meter
4 Turbine Meter
4" Compound Maw
6" Turbine Meter
6" Compound Meier
Over t "

uesSewioe Ch

s sao
575
660
900

1,525
2220
2,165
2,seo
3,sso
4,265
6,035
1,750

Cost

s  3 7 0 s  1 3 0
370 205
420 240
450 450
580 945
580 1 ,ego
745 1,420
765 2,195

1,090 2,270
1,120 3,145
1,610 4,425
1,630 6,120

Cost COST

s 500
575
660
900

1,s2s
2,22o
2,165
2,960
3,360
4,255
s,oss
7,750

casa

s  3 7 0 s  1 3 0
370 205
420 240
450 450
580 945
580 1 ,640
745 1 ,420
765 2,195

1,090 2,270
1,120 3,145
1,610 4,425
1,630 6,120

Cost COS!

s 30.00
40.00
10.00
10.00

5.00
( a )
( a )
( b )

Establishment and/or reconnection
Establishment and/or reconnection (After Hours)
Meta T881
NSF Check
Meter R&R€8d
Deposit
Deposit lmefesz
Collection al any privllege, sales, use and franchise taxes

Per Commission Rule AA.C. R-14-2-403B
PST Comlnlsslnn Rule A_A_¢_ R-14-z~409D

(al
bl

s 30.00
40.00
10,00
1o.oo
5_w
( a )
( a )
( b )

s 30.00
40.00
10.00
1000

5.00
(a )
(a )
( b )

Company
P¥°POS¢0 Rates



5/s x 3/4" 5/8 x 3/4'

Minimum Charge S

1st Tier Rate

6.33

0.7200

1st Tar Breakover 4,ooo

1 woo2nd Tier Rate

2nd Tar Bleakover 18.000

1.3160am Tier Rate

8.20

0.9350

Minimum Charge S

1ST Tier Rate

1st Tier Breakover 4,000

1.42802nd Tier Rate

2nd Tar Breakovei' 18,000

1171003rd T»er Rate

\
*

'n

Company Proposed

Average Usage

Average usage

Gallons

Siali Recommended

Median Usage

Consumption

Median Usage

1,000
2,0oo
a_oo0
4,ooo
s,noo
e,ooo

s

Present

Gallons

Roe s
6.33
7.05
7,77
8.49
9.21

10.31
11 .41
11.88
12.51
13.61
13.91
14.71
15.81
16.91
18.01
19.11
20.21
21.31
22.41
23.51
24.61
25.93
27.24
33.82
40.40
46.98
53.56
60.14
66.72
99.62

132.52

6.431

a,2s9

6,431

a,2s9

Present a Proposed Rates (Without Taxes)
Residential 5/8 8- 3/4 Inch Meters

Typical Bill Analysis
Residential 5/8 & 3/4 Inch Meters

s

s

s

Company
Proposed

Present
Rates

Rates
8.20
9.14

10.07
11.01
11.94
13.37
1 4 . w
15.41
16.22
17.65
18.04
19,08
20.51
21.94
23.36
24.79
26.22
27.65
29.08
30.50
31.93
33.64
35.35
43.90
52.45
61 .of
69.55
78.10
86.65

129.40
172.15

13.91

11.88

1188

13.91 s

s

Increase

Proposed
Rates

%

29.54%
29.57%
29.60%
29.62%
29.64%
29.66%
29.68%
29.68%
29.69%
29.70%
29.70%
29.71%
29.72%
29.72%
29.73%
29.73%
29.74%
29.74%
29.75%
29.75%
29.75%
29.76%
29.77%
29.80%
29.83%
29.84%
29.85%
29.86%
29.87%
29.89%
29.90%

15.41

18.04 s

1727

14,80

t Tsar Breakover

1 Tar Breakover

5/8 x 3/4"

Ninimum Charge 8

1st Tlef Rate

New Company
Recommended

s

s

s

s

2nd Tier Rate

3rd Tier Rate
Rates

8.00
8.73
9.46

10.18
11.53
12.87
14.22
14.80
15.56
16.91
17.27
18.25
19.60
21.28
22.95
24.53
26.31
27.99
29.67
31.35
33.03
34.70
36.38
44.78
53.17
61.56
69.95
78.35
86.74

128.70
170.56

Dollar
lnaease

4.13

3.36

2.91

3.53

Increase

Parent
lnaease

%

29.68%

24.19%

2452%

8.00

0.7280

29,1o%

26.38%
23.80%
21.70%
19.95%
25.18%
24.87%
24.61%
24.52%
24.41 v..
24.23%
24.19%
24.w%
23.96%
25.82%
27.45%
28.90%
30.19%
31 .35%
32.39%
33.34%
34.20%
33.86%
33.55%
32.38%
31.60%
31 .03%
30.60%
30.27%
30.00%
29.19%
28.7B%

1 ,3448

1 o.0oo

1.6785

3,000

9,000
10,000
11,000
12,000
13,000
14,000
15,000
16.000
17,000
1a,000
19,000
20,000
25,000
30.000
as,000
40,000
45,000
50,000
75,000

100,000

b



LINE

no.

CUSTOMER

CLASS

CURRENT RATES

AVERAGE MEDIAN

USAGE DOLLARS DOLLARSUSAGE

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34

35

36

37
38

Residential 5/8"*
Residential 3l4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation t"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public Interruptible 8"
Standby - City of
Peoria
Central Arizona
Project Raw

$
$
$
$
S
$

$

13.91
13.91
38.17
112.57
151_57
311.87

N/A
268.17

N/A

5,259
8,269
19,791
71,637
91,303
204,575

N/A
81,513

NIA

$
$
$
$
$
$
$
$

13.72
13.72
40.51
89.90
154.73
365.64

1 ,276.70
4,456.61

N/A

6,722
5,722
21,915
51,027
103,262
253,459
957,823

3,365,733
N/A

$

$

254.97
N/A

350.17
N/A
N/A
N/A

290,865
N/A

364,664
N/A
N/A
N/A

$
$
$
$

7.50
11.39
15.83
25.32
N/AN/A

N/A

$

N/A

4.59

N/A

359.18

N/A

547,698 $

$
$
$
$
$
$

$

6,431
6,431
8,588

57,843
63,613
210,281

N/A
44,500

N/A

11.88
11.88
25.84
97.40
121.11
318.15

N/A
227.46

N/A

$
S
$
$
$
$
$
$

7.68
7.68
27.02
54.88
115.25
192.44

1,034.13
1,622.96

N/A

1,230
1,230
9,550
19,188
58,278
96,000
773,500

1,212,500
N/A

$

$

201.37
N/A

79.44
N/A
N/A
N/A

225,500
N/A

34,500
N/A
N/A
N/A

$
$
$
s

7.60
11.39
15.83
25.32
N/AN/A

N/A

$

N/A

4.59

N/A

46.05

N/A

70,214 $

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

Average and median billing data for 5/8" and 3/4" has been combined



LINE

no.

CUSTOMER

CLASS

COMPANY RECOMMENDED

AVERAGE MEDIAN

AVERAGE CHANGE PERCENT MEDIAN CHANGE PERCENT

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71

72

73

74

75
76

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

irrigation t"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public Interruptible 8"
Standby - City of

Peoria
Central Arizona
Project Raw

$
$
$
$
$
$

$
$
$
$
$
$

$$

29.70%
29.70%
27.75%
27.30%
29.30%
35.74%

N/A
96.29%

N/A

4.13
4.13

10_59
30.73
44.41

111.46
N/A

258.23
N/A

18.04
18.04
48.76

143.30
195.98
423.33

N/A
526.40

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

29.69%
29.69%
27.87%
26.66%
29.34%
34.87%
32.20%
33.91%

N/A

4.07
4.07

11.29
23.97
48.33

127.49
411.08

1,511.39
N/A

17.80
17.80
51.80

113.87
213.06
493.14

1,687.78
5,968.00

N/A

$

$

$

$

29.48%
N/A

29.59%
N/A
NIA
N/A

75.16
N/A

103.61
N/A
N/A
N/A

330.13
N/A

453.78
N/A
N/A
N/A

$
$
$
$

$
$
$
$

51.05%
51.89%

129.63%
87.44%

N/A

3.88
5.91

20.52
22.14

N/A

11.48
17.30
36.35
47.46

N/A

N/ANIAN/A

50.98%2.346.93 $$

N/AN/AN/A

29.81%107.07466.26 $$

$
$
$
$
$
$

$
$
$
$
$
$

$$

3.53
3.53
6.92

26.20
35.33

113.33
N/A

246.09
N/A

29.68%
29.68%
26.76%
26.90%
29. 17%
35.62%

N/A
108.19%

N/A

15.41
15.41
32.76

123.60
156.44
431.48

N/A
473.55

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

29.59%
29.59%
26.89%
24.64%
29. 13%
39.41%
32.73%
40.85%

N/A

2.27
2.27
7.27

13.52
33.58
75.85

338.46
663.02

N/A

9.96
9.96

34.28
68.40

148.82
268.29

1 ,372.59
2,285.98

N/A

$

$

$

$

29.39%
N/A

28.81%
N/A
N/A
N/A

59.17
N/A

22.89
N/A
N/A
NIA

260.54
N/A

102.33
N/A
N/A
N/A

$
$
$
$

$
$
$
$

51 .05%
51.89%

129.63%
87.44%

N/A

11.48
17.30
36.35
47.46

N/A

3.88
5.91

20.52
22.14

N/A

N/AN/AN/A

2.34 50.98%6.93 $$

N/AN/AN/A

13.73 29.81%59.77 $$

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN cosT COMPARISONS

*Average and median billing data for 5/8" and 3/4" has been combined
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LINE

no.

CUSTOMER

CLASS

NEW COMPANY RECOMMENDED

AVERAGE MEDIAN

CHANGEAVERAGE PERCENT MEDIAN CHANGE PERCENT

77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109

110

111

112

113
114

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
irrigation 6"

Private Fire 3"
Private Fire 4"
PrivateFire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public interruptible 8"
Standby - City of
Peoria
Central Arizona
Project Raw

$
$
$
$
$
S

$
$
$
$
$
$

$$

24.19%
24. 19%
23.43%
22.00%
24.29%
30.28%

NIA
93.76%

N/A

3.36
3.36
8.94

24.77
36.81
94.44

N/A
251.44

N/A

17.27
17.27
47.11

137.34
188.38
406.31

N/A
519.62

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
s
$

24.16%
24.16%
23.37%
21.94%
24.12%
29.10%
27.61%
30.72%

N/A

3.32
3.32
9.47

19.72
39.74

106.41
352.48

1,369.18
N/A

17.04
17.04
49.97

109.62
204.47
472.05

1,629.17
5,825.79

N/A

$

$

$

$

29.48%
N/A

29.59%
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

330.13
N/A

453.78
N/A
N/A
N/A

$
$
$
$

$
$
$
$

47.11%
51.89%

129.63%
87.44%

N/A

3.58
5.91

20.52
22.14

N/A

11.18
17.30
36.35
47.46

N/A

N/AN/AN/A

50.98%2.346.93 $$

N/AN/AN/A

29.81%107.07466.26 $$

$
$
$
$
$
$

$
$
$
$
$
$

$$

24.52%
24.52%
24.00%
21.96%
24.80%
30.12%

NIA
106.56%

N/A

2.91
2.91
6.20

21.39
30.03
95.84

N/A
242.38

N/A

14.80
14.80
32.05

118.79
151.15
413.99

N/A
469.84

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

25.66%
25.66%
23.92%
21.73%
24.93%
35.26%
27.62%
36.27%

N/A

1.97
1.97
6.46

11.93
28.73
67.86

285.66
588.63

N/A

9.65
9.65

33.48
66.80

143.97
260.30

1,319.78
2,211.59

N/A

$

s

$

$

59.17
N/A

22.89
N/A
N/A
N/A

29.39%
N/A

28.81%
N/A
N/A
N/A

260.54
N/A

102.33
N/A
N/A
N/A

$
$
$
$

$
$
$
$

47.11%
51.89%

129.63%
87.44%

N/A

3.58
5.91

20.52
22.14

N/A

11.18
17.30
36.35
47.46

N/A

N/A N/AN/A

2.34 50.98%6.93 $$

N/AN/AN/A

29.81%13.7359.77 $$

,A
"A

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

~*Average and median billing data for 5/8" and 3/4" has been combined
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! EXECUTIVE SUMMARY
2
3

4

5
6

Company witness Linda J. Gutowski first discusses how Arizona~American developed its
income statement for Sun City Water. She then addresses the following income statement
adjustments.

s
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INTR O DUC TIO N AND Q UALIF IC ATIO NSl

2

3

4

5

Q.

1.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Linda J, Gutowski, My business address is 19820 N. 7th Street, Suite 201,

Phoenix, AZ 85024, and my business phone is 623~445-2496.

6

7

8

9

Q. IN WHAT CAPACITY ANDBY WHO ARE YOUEMPLOYED?

I am a Senior Rate Analyst for Arizona-American Water Company. Arizona-American

Water Company ("Arizona-American" or the "Company") is a wholly owned subsidiary

of American Water.

10

11

12

Q- P LE AS E  DE S CRIBE  YOUR P RIMARY RE S P ONS IBILITIE S  FOR THE

COMPANY.

I prepare regulatory filings for Arizona~American and Texas-American Water.

13

14

15

16

17

18

19

2 0

Q. PLEASE DESCRIBE YOURPROFESSIONAL EXPERIENCE AND

EDUCATION.

I have a Bachelor of Arts degree in Economics from Susquehanna University. I studied

accounting for two years at the Wharton School at the University of Pennsylvania. I have

attended several utility seminars including the NARUC Rate Seminar, New Mexico

State's Basics of Regulation and the Rate Making Process, Edison Electn'c Institute's

Electric Rate Advanced Course, and Arthur Anderson's Advanced Regulatory Concepts

School as well as many company sponsored training sessions.

21

22

23

24

I worked for American Water inNew Jersey as a Staff Accountant and then as a Rate

Analyst from 1973 to 1976. I left to work as a financial analyst for a consulting firm of

environmental engineers, Betz Converse Murdoch, building water and wastewater plants

from 1976 through 1982. I was employed by the Arizona Corporation Commission as an

A.

A.

A.

A.

b
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2

3

4

a uditor a nd a  ra te  a na lys t from 1983 until 1986. I the n worke d for s ix ye a rs  in the  ra te

de pa rtme nt a t Arizona  P ublic  S e rvice  Compa ny de ve loping ne w ra te s  a nd s upporting

re gula tory filings . I re turne d to Ame rica n Wa te r in Ne w J e rs e y a s  a  ra te  a na lys t in 1993 ,

a nd move d to the  Compa ny's  P hoe nix Office  in De ce mbe r of 2005 .

Q. HAVE  YO U P RE VIO US LY TE S TIFIE D BE FO RE  THIS  CO MMIS S IO N?

A. I am currently scheduled to te s tify in May, 2007, on beha lf of the  company in the  Anthem

Water and Anthem/Agua Fria  Wastewater cases , Docket No. WS-Ol 303A-06-0403.

When l worked a t the  Commiss ion, I te s tified conce rning CC&N applica tions , fue l

5

6

7

8

9

10

adjustor cases, and small rate cases. I have provided testimony before Commissions in
w

Ohio, Maryland, and Missouri, and provided support for exhibits filed in 14 of the 19

states in which Arizona-American or one of its regulated affiliates operates.

12 ll . SCOPE AND PURPOSE OF TESTIMONY

WHAT IS THE SCOPE AND PURPOSE OF YOUR TESTIMONY?) Q.

14 The scope and purpose of my testimony are set forth in my Executive Summary.

15

16

17

18

19

20

21

Q.

III. INCOME STATEMENT

HOW DID THE COMPANY DEVELOP ITS TEST-YEAR SUN CITY WATER

INCOME STATEMENT SHOWN ON SCHEDULE C-1?

The test-year income statement book results in column A of Schedule C-1 reflect actual

revenues booked during the test year, as well as direct charges for operating expenses,

plus operating expense amounts allocated to Sun City Water, but incurred at the Arizona-

American and Central and Eastern Division corporate levels.

22

23

Q. HOW WERE UTILITY OPERATING EXPENSES INCURRED AT THE

ARIZONA-AMERICAN CORPORATE AND CENTRAL AND EASTERN

A.

A.



ADJ Description of Adjustment
LJ G-5 Adjus t OtherRevenue and Expenses  to Reflect 365 Tes t Year Da ys
LJ G-6 Remove Othe r Income & Deductions
LJ G-12 Normalize  Tes t Year Labor Expense
LJ G-13 Normalize Fuel & Power Expense
LJ G -I5 Norma lize  Group Insurance  Ex nae
LJ G -I6 Adjust Pension Expense to Reflect Labor Expense at District Level
LJ G-17 Adjust 401k Expense to Reflect Adjusted Labor Expense
LJ G-18 Adjust Payroll Taxes to Reflect Adjusted Labor Expense

LJ G-19
Adjust Corporate Miscellaneous Expense tO Exclude Payments from
Del Webb

LJ G-20 Q 'Adjust for Line 2] Miscellaneous Ex use Clean Up
LJ G-21 Adjus t Gene ra l Office  Expense  for Write -Off of STEP Project
LJ G-22 for Rents  in Other Dis trictsAdjust Rents  of Rea l Prope

LJG~23
Adjust for Groundwater Savings Revenues and Expenses (Balancing
Account)
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2

DIVIS IO N LE VE LS  ALLO C ATE D TO  THE  S UN C ITY WATE R  O P E R ATING

DIS TR IC T?

3

4

5

6

7

The  Company applied a  s tandard four-factor a lloca tion me thodology, which utilizes  an

average  of the  ra tios  of Ne t Utility P lant in Se rvice , number of genera l me te red

customers, direct sa laries and wages, and direct Operating and Maintenance Expenses

exclusive  of Sa la ries  and Wages. The  average  ra tio a lloca tes  the  common costs  incurred

a t the  corpora te  and divis ion leve ls  to the  opera ting dis tricts .

8

9

10

Q, P LE AS E  S UMMAR IZE  THE  INC O ME  S TATE ME NT ADJ US TME NTS  YO U

ARE S P ONS ORINC IN THIS  CAS E.

12

The  income s ta tement adjustments  tha t I am sponsoring a re  summarized in the  following

table :

Ta b le  1 - LJ G Ad jus tme n ts

13

14

15

=6

Q, WHAT IS  INCO ME  S TATE ME NT ADJ US TME NT LJ G -5  S HO WN O N P AG E  1 ,

C O LUMN IF ] O F S CHEDULE C-2?

Beginning in 2003, American Water changed to a "4-4-5" accounting system. That was

the first year that ended in early December with accruals to the end of December. The

A.

A.

A.



17

18

19

2 0

2 1

22

23

14

15

16

12

1

7

8

9

10

2

3

4

5

6
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Adjustment LJG-5 also removes the first 20 days of all Operating and Maintenance

Expenses. The adjustment is by line item and results in a net addition to O&M Expenses

of $433,894. This is a net addition because of eliminating the reversal of the accruals that

were made at the end of 2005 for the period December 10 through December 31, 2005 .

Expenses that were accrued at the end of 2005 were reversed the first day of 2006, which,

in this case, was December 10, 2005. Removal of the reversal means subtracting the

negative accrual, or increasing the expenses.

Mr. Reiker removed 20 days of billed revenue from the test year by examining the billing

for each customer and removing all bills dated between December 10, 2005 and

December 29, 2005 in his adjustment JMR-1 in Column A of Schedule C-2. Adjustment

LJG-5 removes the Other Revenue in those first 20 days. This would include items such

as NSF Fees, for instance.

following two years followed the "4-4-5" accounting method with month end closing

always being on a Friday, basically either 4 weeks or 5 weeks into the month so that there

were 13 weeks in each quarter, 52 weeks in a fiscal year. 2004 began on December 13,

2003, and ended on December 10, 2004. 2005 began on December l 1, 2004, and end

on December 9, 2005. The test year in this case, 2006, was a transition year back to a

calendar year month-end closing. May 2006 was originally scheduled to be a 4 week

month and close on May l 9'h, but American Water decided to move the closing date to

the last Friday in May, the 26"'. Each month thereafter closed on the last Friday, ending

the year on Friday December 29"', 385 days after the first day of fiscal 2006 which was

December 10, 2005. In order to have a test year of 365 days, we have made adjustments

to remove the first 20 days of the test year,
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2

3

Adjustment LJG-5 also removes the first 20 days of interest expense. This adjustment is

necessary to ensure that the test year reflects the time period of December 30, 2005

through December 29, 2006, a 365 day year.

Q. WHAT IS INCOME STATEMENT ADJUSTMENT LJG-6, SHOWN ON PAGE 1,4

5

6

7

COLUMN III, OF SCHEDULE C-2?

Adjustment LJG-6 removes the Other Income and Deductions items that are below the

line which have no affect on the rate case.

8

9

10

Q. WHAT CALCULATIONS WENT INTO THE LABOR ADJUSTMENT LJG-12,

SHOWN ON PAGE 2, COLUMN [ML OF SCHEDULE C-2? `

I

I conducted a study of the actual employees who directly charged operating and

maintenance time to Sun City Water District during the test year. To this I added an

allocation of Corporate and Divisional employees' operation and maintenance time based

on the 4 Factor Allocation methods. From the download of information for the 2006

fiscal year, the first thing was to drop off any hours associated with the 20 days we are

eliminating from the test year. The pro forma number of hours is related only to 365

days. These hours are recomputed using the latest known wages as of the end of the test

year. The expense does not include any wages for Capital hours. The adjustment only

includes actual incentive pay during the test year. The net result is a decrease over

adjusted test year labor expense of ($l36,078). The decrease is mainly due to the

elimination of the reversal of the end of 2005 accruals that occurred in the first 20 days of

2006.

14

15

16

17

18

19

20

21

22

23

24

Q~ WHAT IS THE ADJUSTMENT TO FUEL & POWER IN ADJUSTMENT LJG-13

on SCHEDULE C-2, PAGE 2, COLUMN [N]?

A.

A. The  S un City Wa te r dis tric t purcha s e d fue l a nd powe r bills  we re  a ccumula te d for e ve ry

month of the  te s t ye a r a s  we ll a s  a n a lloca tion from the  Corpora te  a nd Divis iona l office s
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2

3

4

be ing a lloca ted based on the  4 Factor Alloca tion. This  expense  compared to the  adjusted

tes t year results  in a  decrease  of ($l22,877). S lightly le ss  than ha lf of tha t decrease  is  due

to the  e limina tion of the  reversa l of the  end of the  2005 accrua ls  tha t occurred in the  firs t

20 days of 2006.

Q~ HO W WAS  G RO UP  INS URANCE  E XP E NS E  NO RMALIZE D FO R THE  TE S T

YEAR IN ADJ US TMENT LJ G-15  ON S CHEDULE C-2 , P AGE 3 , COLUMN [P ]?

5

6

7

8

9

1 0

"4

A.

1 4

1 5

Group Insurance  cost for the  employer portion increased by an average  of 9% beginning

January 1, 2007. This  increase  was annualized into the  expense , s ince  it was known and

measurable . The  cos t of the  individua l medica l plans  was  a ttributable  to each employee

and the  pe rcentage  of O&M time  was  applied. The  Corpora te  and Divis iona l a lloca tions

were  a lso applied for those  employees . The  pro forma tota l compared to the  adjusted tes t

year resulted in an increase  in expense  of $216,807. Group Insurance  expense  is

normally expensed a t the  corpora te  leve l ins tead of a lloca ted to the  dis trict leve l until

the re  is  a  ra te  case  filing. Group Insurance  expense  is  increas ing s ignificantly for

Arizona -American a s  it is  throughout the  country.

Q- How WAS PENSION COST NORMALIZED FORTHE TEST YEAR IN1 6

1 7

1 8

1 9

2 0

21

A.

ADJ US TME NT LJ G-1 6  ON S CHE DULE  C-2 ,  P AGE  3 ,  COLUMN III?

The  Company changed the  Pens ion P lan e ligibility with the  s ta rt of 2006. Any employee

hired on or a fte r January l, 2006 is  no longer e ligible  for a  Pens ion but ins tead is  pa rt of a

Defined Contribution P lan. I have  combined the  two plans  into the  Pens ion P lan line

item on Schedule  C-2, Line  No. 14.

2 2

2 3

2 4

Employees hired before January of 2006 were priced out at an average cost of $5 per

hour based on the actual ERISA Funding Expense for 2006. Employees hired after

December of 2005 were priced out at an average cost of $1 per hour based on the 5.25%

contribution to the 401k Defined Contribution Plan in lieu of a Pension Plan. These2006
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average costs  per hour were  applied to the  respective  employees based on hire  date  and

the  pe rcentage  of O&M time  was  used to compute  the  Pens ion/Defined Contribution

Expense  for direct and a lloca ted pe rsonne l in the  te s t yea r. The  tota l adjus tment to

adjusted test year pension expense is $61 ,331

5 Q- WHE RE  THE RE  O THE R ADJ US TME NTS  TO THE 401k EXP ENS E?

Yes. Adjustment LJG-17 on Page 3, Column [R], of Schedule C-2, adjusts the portion of

401k Expense that reflects the Company matching part. For those employees hired

before January l, 2006, the company matches 50% of the first 5% that an employee

contributes to the 401 k Plan. For those employees hired after December 3 l, 2005, the

company matches 100% of the first 3% and 50% of the next 2% that an employee

contributes to the 401k Plan. The total adjustment to the adjusted test year level of

expense is $1 ,891

ARE  THE RE  MO RE  LABO R-RE LATE D E XP E NS E S  THAT YO U ARE

ADJ US TING?

Ye s . In Adjus tme nt LJG-I8 on Pa ge  3, Column [S ], of Sche dule  C-2, I a m a djus ting the

FICA, FUTA, and SUTA taxes  tha t a re  pe rcentages  of the  labor expense . These  three  tax

expenses for direct and a lloca ted opera ting and maintenance  labor result in an increase  to

Genera l Taxes of $8.926

19

20

Q- W HY IS  THE RE  A NE E D TO ADJ US T MIS CE LLANE O US EXP ENS E TO

DE LE TE  THE  DE L WE BB S UBS IDY?

First, the Del Webb subsidy is entirely for the Anthem Districts only and should not be

included in the Corporate District when allocating the Corporate to any non-Anthem

Districts for purposes of rate cases
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2

3

4

5

6

7

8

Second, the treatment that shows up in these expense accounts is in accordance with what

the Company's outside auditors, Price Waterhouse Coopers has required for US GAAP

accounting, and is not in accordance with the way the Commission regulates Arizona-

American. These amounts are for the amortization of the deferred revenue income for 30

years for ($l 69,267) and for the accretion of the interest income over 15 years for

($330,020). Neither of these amounts should be allocated to the Sun City Water district.

This adjustment removes the allocated portion from the test year expenses which

increases expenses by $65,926.

9

1 0

. 1

Q- WHAT IS  THE LINE 2 1  MIS CELLANEOUS  EXP ENS ES  CLEAN UP ?

1 4

1 5

Adjustment LJG-20 on Schedule C-2, Page 3, Column [U] removes those items l im o u r

books in Miscellaneous Expense that the company feels the Commission would likely

disallow for ratemaking purposes. Mostly these are Community Relations type items,

necessary to our business but almost always disallowed by the Commission. The total

amount removed from the Corporate and Division books before allocation is ($80,629).

Sun City Water District's portion of the removal is a decrease to expense of ($l0,646).

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

Q- P LE AS E  E XP LAIN THE  WRITE  OFF OF THE  S TE P  P ROJ E CT IN

ADJUSTMENT LJG-21 ON PAGE 4, COLUMN IV] OF SCHEDULE C-2.

Adjustment LJG-21 removes the write off to expense of a corporate level project called

STEP project. The project had to do with technological innovations and improvements

that were under then consideration. with the impending sale of the company, the projects

were completed that could be completed and the remaining projects were discontinued.

The project costs associated with the discontinued projects were written off mainly in

2005 with the remainder being written in 2006. The allocated portion of the write off to

Sun City Water is a reduction of ($13,280).

A.

A.

Q- WHY IS  IT NE CE S S ARY TO  ADJ US T RE NT EXP ENS E?
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2

3

4

5

6

The  Centra l Divis ion books  have  renta l expense  for the  Pa radise  Va lley Dis trict office  of

$21 ,972 plus  a  credit of ($52,993) for the  same renta l expense  for 2005 and 2006. The

net result of ($3 l ,020) needs to be  removed from the  renta l expense  for the  Centra l

Divis ion by increas ing the  rent expense  by tha t much and then a lloca ting it to Sun city

Wate r by the  4 Factor Alloca tion. The  result is  to increase  te s t yea r rent expense  by

$4,096.

7

8

9

10

Q. PLEASE EXPLAIN THE GROUNDWATER SAVINGS BALANCING ACCOUNT

ADJUSTMENT?

I have removed both the revenue billed from the Groundwater Savings surcharge,_.and the

expense recorded for Purchased Water for the recharge of the CAP allotment. These

items are handled through a separate Balancing Account that is adjusted annually, in

accordance with Decision Number 62292 dated February 1, 2000.

) Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

14 A.

A.

A.

Ye s .
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Arizona-American Water
Rebuttal

$24,960,997 $702,920
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l EXECUTIVE SUMMARY

In he r rebutta l te s timony Linda  J . Gutowsld te s tifie s  a s  follows

Ms. Gutowski generally addresses Staffs and RUCO's adjustments to rate base and operating
expense

3
4
5
6
7
8
9

10

The parties' rate base positions and adjusted operating income positions are summarized in the
following table

Arizona-American accepts Staff's Rate Base Adjustments Nos. 1 through 5 to utility plant
Arizona-American disagrees with Staff Adjustment No. 6 .- reducing accumulated depreciation
by $446,136

Staff' s method of computing accumulated depreciation is inappropriate

Arizona-American accepts the portion of RUCO's adjustment No. l that is consistent with
Staff' s adjustments Nos. 1 through 3 and RUCO's adjustment No. 3, Arizona-American rejects
the remainder of RUCO adjustments No. l and No. 4. RUCO lai adjustment No. 2
"intentionally blank" so Arizona-American has no comment to adjustment No. 2 at this time

RUCO increased operating revenue by $1,844 for a customer-annualization adjustment
Arizona-American did not make a customer-annualization adjustment because Sun City
experiences virtually no growth. However, if the Commission believes Arizona-American
should have made a customer-annualization adjustment, it must also allow Arizona-American to
recover additional expenses attributable to serving these annualized customers

RUCO disallowed the promotions during the test year for four employees resulting in a decrease
in expense of $ l ,047. There is no reason not to use the hourly rates at the end of the test year for
these four employees, because the salary increase occurred during the test year. RUCO's
downward adjustment to labor expense ds reduced group insurance by $7, miscellaneous
expense for 401k by $41 , and general taxes for payroll taxes by $105 for a total additional
decrease in expenses of $ l53. These are also inappropriate

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

RUCO removed the Eastern Division Allocated Labor Expenses because it mistakenly believes
that the Easter Division was abolished. RUCO also incorrectly reduced the associated group
insurance by $1 ,Ol0, pensions by $105, miscellaneous expense for 401k expense by $58, and
general taxes for payroll taxes by $247 for an additional adjustment by $1,420

RUCO also inappropriately reduced adjusted fuel-and-power expense, based on the erroneous
belief that the Eastern Division had been abolished
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Based on the erroneous belief that the Eastern Division had been abolished RUCO also increased
Insurance Other by $634, increased Customer Accounting by $12, decreased Rent Expense by
$12, decreased General Office Expense by $5,496, decreased Miscellaneous by $3,548,
decreased Maintenance Expense by $298, and decreased Depreciation and Amortization Expense
by $770.

RUCO also disallowed $334, the amount Arizona-American paid for a late-payment fee on an
electric bill. Arizona-American accepts this adjustment.

RUCO also removes the entire amount of the waste-disposal expense of $4,270. Arizona-
American accepts this adjustment.

RUCO reduced Arizona-American's Management Fees by $32,230, The amount constitutes
30% of the AlP award allocated to the Sun City Water District, which represents the amount of
bonus related to Arizona-American's financial performance. Arizona-American does not accept
this adjustment, as discussed in Mr. Broderick's rebuttal testimony.

Arizona-American does not accept Staffs reduction of $25,508 in regulatory expense. Arizona-
American already voluntarily reduced Rate Case Expense from $150,000 to $94,266 as shown in
Mr. Broderick's Rebuttal Exhibit TMB-R4, and therefore reduced the proposed three-year
amortization from $50,000 to $31,422. Arizona-American stands by its revised Rate Case
Expense of a three-year amortization of $94,266, or an annualized cost of $3 l ,422.

Arizona-American accepts RUCO's adjustment No. 9 - the reduction of $18,578 in rate-case
expense. Although RUCO's reasons were different than Arizona-American's, the end result is
the same amount of rate case expense.

Arizona-American does not accept any of RUCO's proposed additional disallowances for
miscellaneous expense. Arizona-American has voluntarily reduced its miscellaneous expense
line item by $10,646. We removed expenses for charities, donations, United Way support,
community relations, service awards, etc. Arizona-American cannot accept RUCO's Adjustment
No. 7 to further remove all meds we provide employees who work in the field when they are
called out for overtime work, meals for training, meds for group meetings, meals for employees
who have to travel for work, etc. Further, it's simply inappropriate for RUCO to disallow med
expenditures for employees who are required to travel for work reasons. Most companies and dl
government employees are entitled to med allowances when traveling for work.

Although Arizona-American had the same plant reductions as Staff our annual depreciation
expense reduction is $25,560. The main difference in annual depreciation expense between Staff
and Arizona-American is in general plant. Arizona-American's schedule reflects more
accurately the latest approved depreciation rates firm the Commission, based on the splits
among the Divisions and Districts.

Arizona-American does not accept RUCO's adjustment to depreciation expense. The difference
between Arizona-American and RUCO is ($l2,265), and the majority of the difference can be
attributed to RUCO's double-allocation of the amortization of the Y2K costs.

1
2
3
4
5
6
7
8
9

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Arizona-American rejects RUCO's disallowance of the Easter Division UPIS which leads to a
reduction in depreciation expense of ($9l9).
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In account 307000, RUCO did not include its Rate Base adjustment No. 3 which reduces its plant
balance by an additional ($l9,085) and would further reduce its depreciation expense by an
additional ($481 ).

RUCO's Schedule TJC-l5 has a strange difference between column (A) and column (C) with no
adjustment in column (B) for accounts 341100 and 346300 .- one a reduction of ($399) in plant
and one an increase of $399 in plant with no support. This resulted in a decrease in depreciation
expense of ($100) and an increase in depreciation expense of $20, both of which are wrong.

Finally, it would appear RUC() reduced depreciation expense for the amortization of the
Youngtown Plant twice, once on line 62 of Schedule TJC-l5 and again 7 lines later on the same
schedule.

The difference in general tax expense between Arizona-American and Staff is caused by the
calculation of property taxes. Staff does its property tax calculation in two parts, Present Rate
pro forma and Proposed Rate pro forma.

I
2
3
4
5
6
7
8
9

10

12
13
14
15
16
17
18
19
20
21
22
23
24

RUCO still supports its old standby calculation for property-tax expense, which has been
regularly rejected by the Commission.

Arizona-American is requesting an increase in transmission and distribution maintenance
expense in this phase of the case. During the test year Arizona American deferred $122,498 of
new tank painting expenses, Arizona-American is requesting a three-year amortization period
for the recovery of these deferred charges which results in annual expense of $40,833.

5
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1

2

3

4

5

I INTRODUCTION AND QUALIFICATIONS

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Linda J. Gutowski. My business address is 19820 N. 7m Street, Suite 201,

Phoenix, Arizona 85024, and my business phone is 623-445-2496.

Q. ARE YOU THE SAME LINDA J. GUTOWSKI WHO PREVIOUSLY

SUBMITTED TESTIMONY IN THIS CASE?

6

7

8 Ye s .

I I PURPOSE OF TESTUVIONY

WHAT IS THE PURPOSE DF YOUR TESTIMONY IN THIS CASE?

9

10 Q-

Please refer to the Executive Summary, which precedes my rebuttal testimony.

1 2

1 3

In addition, I sponsor Exhibit LJG - Rl which comprise the rebuttal Schedules A-1 , B-2,

C-2 and D-I for Sun City Water District,

III1 4

1 5

1 6

1 7

Q.

RATE BASE

PLEASE SUMMARIZE THE PARTIES' RECOMMENDATIONS CONCERNING

RATE BASE IN THIS CASE?

The parties' rate base positions are summarized in the following table:

18

19

2 0

Q, DO YOU ACCEPT STAFF'S RATE BASE ADJUSTMENTS?

Arizona-American accepts Staffs Rate Base Adjustments Nos. l through 5 to Utility

Plant. Arizona-American disagrees with Staff Adjustment No. 6 - reducing accumulated

A.

A.

A.

A.

A.
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1

2

depreciation by $446,l36. Staffs method of computing Accumulated Depreciation is

inappropriate.

Q, WHY IS STAFF'S METHOD OF COMPUTING ACCUMULATED

DEPRECIATION INAPPROPRIATE?

A.

3

4

5

6

7

8

9

1 0

1 3

When the Commission orders some plant to be disallowed, then it is removed as of the

and accumulated depreciation will be recomputed from that point in

time. The Decision in the last Sun City Water case was dated July, 2004. That is when

the Commission ordered that certain items of plant be removed as not used and useful.

Therefore, the plant items should have been removed as of July 2004, and accumulated

depreciation would be recomputed as of then, not as of December 200] , the end of the

test year in the case. Arizona-American's computation of the decrease to Accumulated

Depreciation due to Staff" s Rate Base Adjustments Nos. 1 through 5 to Utility Plant is

($l00,9l8) which is a difference from Staffs computation by ($345,2l 8).

date of the order,

14

15

16

17

18

19

Q~ DO YOU ACCEPT RUCO'S RATE BASE ADJUSTMENT?

Arizona-American accepts the portion of RUCO's adjustment No. 1 that is consistent

with Staffs adjustments Nos. 1 through 3 and RUCO's adjustment No. 3. Arizona-

American rejects the remainder of RUCO adjustments No. 1 and No. 4. RUCO left

adjustment No. 2 "intentionally blank" so Arizona-American has no comment to

adjustment No. 2 at this time.

Q- PLEASE EXPLAIN RUCO'S RATE BASE ADJUSTMENT no. 1.20

21

22

23

A. RUCO's Rate Base Adjustment No. l includes four separate and distinct "adjustments".

Arizona-American accepts the first "adjustment" because it is condiment with Staff

Adjustments Nos. 1 through 3.

A.
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l Arizona-American does not accept the amount in the second "adjustment". The second

"adjustment" removes $228,968 in Plant account 303300 without removing the credits of

($80,838) in the same account. Had RUCO removed the credits, the net amount of the

adjustment should be ($l48,l30), the amount identical to Staff's Rate Base Adjustment

No. 4.

2

3

4

5

Arizona-American does not accept the amount in the third "adjustment" for two reasons.

First, RUCO inappropriately allocated the office renovation cost by using the average of

the four factors (15.269%). The cost of office renovation is recorded as an increase in

common plant. When allocating common plant to an operating district's rate base, the

appropriate four-factor allocation is percentage of metered customers, l3.204% rather

than an average of the four-factors. When applying the correct allocation ratio, the

adjustment should be ($l87,l55). This amount is identical to Staff Rate Base Adjustment

No. 5. Second, the office renovation cost is only $220,883, not the whole $220,892 in the

6

7

8

9

10

11

12

13

14 account,

15

16

17

18

19

20

21

22

Arizona -Ame rica n re je cts  the  fourth "a djus tme nt". Arizona-American creates

"divisions" for operating purposes only. Which "division" a particular plant is located in

is irrelevant for rate-base allocation purposes, because all plant in Arizona-American's

operating "divisions" is being treated as corporate plant, and allocated to each district's

rate base using the four-factor allocation. RUCO's disallowance of Easter Division's

Plant is based on the argument that the Eastern Division plant was moved from Eastern

Division to the Mohave business unit after the test year. This is also inconsistent with

RUCO's oft-stated arguments against post-test-year adjustments.

23

24

25

Q, R UC O  ADDE D AN UNR E C O NC ILE D AMO UNT B AC K TO  UTILITY P LANT

IN MR. COLE Y'S  TE S TIMONY, P AGE  1 2 ,  LINE  1 0 .  DO YOU ACCE P T THIS

ADDITIO N?
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1

2

3

A. Arizona-American cannot accept this addition even though it has the effect of increasing

Sun City Water District's rate base. Arizona-American has no idea how to account for

this addition under any acceptable accounting principles.

4

5

6

7

8

9

10

Q, WHY DO YOU DISAGREE WITH RUCO RATE BASE ADJUSTMENT no. 4?

RUCO adjustment No. 4 increases Arizona-American's worldng capital by $35,222.

Arizona-American did not request an allowance for cash working capital in its

application for several reasons. To properly calculate cash working capital, a

comprehensive lead/lag study is required. The time and expense associated with

performing a comprehensive lead/lag study was a significant factor in Arizona-

American's decision to forego requesting an allowance for cash working capital.

Workforce limitations were another factor. Finally, I am not aware of any requirement

for a cash working-capital calculation.

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

21

2 2

2 3

overall, the cost of a complete study outweighed any benefit. A lead/lag study is a

sophisticated analysis of the cash flows of an organization and the revenue lag alone

requires a determination of the service period for each billing cycle as well as the average

length of time over which service is provided within the billing cycles. In the case of

expenses, typically every invoice is analyzed for the payment lags from the time that the

product is received until payment is rendered. Mr. Coley did not perform these detailed

analyses. Rather, he just used the analysis approved by the Commission in Arizona-

American's recent Mohave rate case (Docket No. WS-01303-06-0014) in this case,

because, according to Mr. Coley, 15 of the 17 expense categories "should have very

minimal to no variance across AZ-AM districts in Arizona". RUCO provides no

evidence or study to support Mr. Coley's assumption.

24

A.

The Commission should reject RUCO's haphazard methodology.
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2

3

4

5

IV OPERATING REVENUES

Q , DID ANY P ARTY MAKE ANY ADJ US TMENTS  TO ARIZONA-AMERICAN'S

OPERATING REVENUE?

Yes. RUCO increased operating revenue by $1 ,844 for a customer-annualization

adjustment.

A.

Q, DO YOU AGREE WITH RUCO'S  ADJUSTMENT TO REVENUE?6

7

8

9

1 0

1 3

A. No. Arizona-American did not make a customer-annualization adjustment because Sun

City experiences virtually no growth, The Sun City Water District added 30 new

customers in 2006 and 9 customers from Jan. 2007 to August 2007. Arizona-American

does not see the need to annualize such a small increase in a built-out district. However,

if the Commission believes Arizona-American should have made a customer-

annualization adjustment, it must also allow Arizona-American to recover additional

expenses attributable to sewing these annualized customers.

Q. HOW MUCH ADDITIONAL EXPENSES ARE ATTRIBUTABLE TO THE

CUSTOMER ANNUALIZATION ADJ USTMENT?

14

15

16

17

18

19

A. Arizona-American est 8=£¢3,;"a1 the customer-annualization adjustment increases the

operating expenses by $2,549. The amounts include an additional $2,041 in fuel and

power expenses, $93 for transmission and distribution costs, $135 for customer-

accounting expense and $80 for postage expense.

2 0

21

2 2

23

2 4

25

Q, HOW DID YOU CALCULATE THE FOUR OPERATING EXPENSE

INCREASES ASSOCIATED WITH ANNUALIZED CUSTOMERS?

A. The average cost for fuel and power per 1,000-gallons sold is $0.244. This figure is

calculated by dividing $1 ,573,296 spent on fuel and power during the test year by

6,440,256 thousand gallons sold during the test year. (Schedule H-2, line 44) The

average annual usage for a customer in Sun City is 278.87 thousand gallons. (Schedule



*

s n
I

Docket No. W-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Linda J. Gutowski
Page 6 of 17

1

2

3

4

H-2, line 33) For an additional 30 customers, Arizona-American will need to provide

8,366 additional thousand gallons (30 times 278.87 = 8,366) per year. At $0.244 per

thousand gallons, Arizona-American would incur an additional $2,041 in fuel and power

charges to serve these customers.

5

6

7

8

9

10

Second, Arizona-American will need to add $93 in additional transmission and

distribution ("T&D") costs to serve these additional customers. The test-year T&D costs

were $304,976 less $2,972 for fuel accounted for above, or $302,004 non-fuel T&D test-

year expenses. Dividing $302,004 T&D cost by 6,440,256 thousand gallons sold in the

test year results in an average cost of $0.047 per thousand gallons sold. Therefore,

multiplying $0.047 by 8,366 additional thousand gallons soldresults in $393 in additional

T&D expense.

12

13

14

Third, test-year postage expense was $61 ,965 for 23,094 customers (Schedule H-2, line

44). That is an average cost per customer of $2.68 annually. For 30 additional

customers, one would have to add $80 ($2.68 times 30) for additional postage expense.

15

16

17

Fourth, test-year customer accounting expense, less postage, was $103,913, an average

cost per customer of $4.50. For 30 additional customers, one would have to add $135

($4.50 times 30) for additional customer accounting expense.

V

Q.

OPERATING EXPENSES

PLEASE SUMMARIZE ARIZONA-AMERICAN'S  TEST YEAR EXPENSE

WITH PRO FORMA EXPENSES AND CORRESPONDING ADJ USTMENTS

MADE BY OTHER PARTIES?

18

19

2 0

2 1

2 2

23

2 4

A. The table below shows Arizona-American's test-year expenses withpro-forma expenses,

before any increase in revenue, and indicates the other parties' operating expense

adjustment number and amount:

up



O&M Exp
Description

Co TY
Adjusted $

Staff Adj. No. S ta ff Adj.
(S)

RUCO Adj. No. RUCO Adj.
($)

La bor $1 ,137,093 Op Adj. #1
op Adj. #2

($l,047)
($2,475)

Fue l &
Power

$1,573,296 Op Adj. #3
op Adj. #4

($ 266)
(s 334)

Chemica ls s 49,041
Waste  Disk $ 4,270 op Adj. #11 ($4,270
Mgmt Fees $1,386,158 op Adj. #8 ($32,230
Group Ins $ 276,821 Op Adj. #I

Op Adj. #2
($ 7)
($  l,0 I0 )

Pensions $ 51,046 op Adi. #2 ($ 105
Reg Exp $ 50,000 op Adj. #1 ($25,508 Op Adj. #9 ($I8,578
Ins  Othe r $ 51,587 Adj. #3 $ 634
Cust Accts $ 165,878 op Adj. #3 $ 12
Rents s 19,442 op Adj. #3 $ 31
Ge n'l Office $ 97,290 op Adj. #3 (s 5,496
Mis c s 360,734 op Adj. #1

Op Adj. #2
Op Adj. #3
op Adj. #7

($ 41)
($ 58)
($ 3,548)
($ 4,405)

Mai ft Exp $ 173,137 lo Adj. #3 $ 298
Deprec &
Amtzn

$1,287,646 op Adj. #2 ($34,767) op Adj. #3
op Adi. #10

($ 770)
($37,825)

Gen'l Taxes S 397,983 Op Adj. #3 ($32,578) Op Adj. #1
Op Adj. #2
Op Adj. #5

($ 105)
($ 247)
($23,686)

In c Taxes ($86,355 op Adj. #4 $33,687 op Adj. #12 $51,450
Sub-total
Adjustments

($59,166) ($84,736)

Total O&M
Exp

$6,995,068 $6,935,902 $6,910,332
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Q- WHAT ADJ US TME NT TO  LABO R E XP E NS E D ID R UC O  MAKE ?1

2

3

A. RUCO disallowed the promotions during the test year for four employees resulting in a

decrease in expense of $1 ,047.

Q- W H Y DID R UC O DIS ALLO W THE  P R O MO TIO NS ?4

5

6

7

8

A. RUCO used the hourly rate at the middle of the test year rather than the hourly rates at

the end of the test year for these four employees. There is no reason not to use the hourly

rates at the end of the test year for these four employees because the salary increase

occurred during the test year.



C

* I
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Q- WHAT OTHER EXPENSES WERE AFFECTED BY THIS REDUCTION TO

LABOR EXPENSE IN RUCO'S  OPERATING ADJ USTMENT no. 1?

1

2

3

4

5

A. RUCO's downward adjustment to labor expense also reduced group insurance by $7,

miscellaneous expense for 40lk by $41 , and general taxes for payroll taxes by $105 for a

total additional decrease in expenses of $153.

6

7

8

9

Q- DOES ARIZONA-AMERICAN ACCEPT ANY OF RUCO'S  OPERATING

ADJ USTMENT no . 1, TOTALING ($1,200)?

No. The salary increases occurred during the test year and the labor-related expense

increases are proper.

Q- DID STAFF MAKE ANY SIMILAR DISALLOWANCES?10

11 No.

Q- WHAT DID RUCO ADJ UST IN LABOR EXP ENS E IN ITS OP ERATING12

13

14

15

16

17

18

19

20

21

22

23

24

A.

ADJUSTMENT NO. 2 FOR ($2,475)?

RUCO removed the Eastern Division allocated labor expenses because it mistakenly

believes that the Eastern Division was abolished. This adjustment reduces the labor

expense by $2,475. As I explained under the rate base discussion, Arizona-American

creates "Divisions" in Arizona for operating purposes only. Currently, Arizona-

American divides it Arizonaoperations into an Eastern and Central Division. Both

"divisions" have operation managers and many of their employees share our Sun City

office space and alien provide back-up assistance and support when needed. Both

"divisions" use our customer service representatives who physically work from our Sun

City Office. These operating "division" designations change from time to time as

Arizona-American sees fit to accommodate its operations and personnel. As stated

earlier, we have decided to combine these designations into Corporate and allocate them

A.

A.

in
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1

2

across all the business units based on the Four-Factor Allocations since the "divisional"

designations are flexible and subject to change.

3

4

5

6

7

8

Q- DID RUCO REDUCE ANY OTHER LABOR-RELATED EXPENSES IN THIS

OPERATING ADJUSTMENT NO. 2, AS A RESULT OF THE LABOR EXPENSE

DECREASE?

Yes. RUCO also reduced group insurance by $1,010, pensions by $105, miscellaneous

expense for 401k expense by $58, and general taxes for payroll taxes by $247 for an

additional adjustment by $1,420.

Q, DOES ARIZONA-AMERICAN ACCEPT RUCO'S $3,895 DECREASE IN

OPERATING ADJUSTMENT NO. 2 FOR LABOR AND LABOR RELATED

EXPENSES DUE TO THE DELETION OF THE EASTERN DIvIsIon FROM

ALLOCATIONS?

9

10

11

12

13 No.

1 4

15

1 6

Q. DOES STAFF MAKE ANY SIMILAR ADJUSTMENT FOR ANY SIMILAR

REASONS?

No.

1 7

1 8

1 9

Q- WHY DID RUCO ADJUST FUEL AND POWER EXPENSE IN OPERATING

ADJUSTMENT NO. 3?

Again, RUCO deleted dl allocated expenses having to do with the Eastern Division.

20

21

22

23

24

Q~ WHAT OTHER EXPENSE ITEMS AND LEVELS DID RUCO ADJUST IN ITS

ASSUMED ABOLISHMENT OF THE EASTERN DIVISION?

RUCO increased insurance other by $634, increased customer accounting by $12,

decreased rent expense by $12, decreased general office expense by $5,496, decreased

miscellaneous by $3,548, decreased maintenance expense by $298, and decreased

a

J

A.

A.

A.

A.

A.
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1

2

3

4

depreciation and amortization expense by $770. This is a total change for Operating

Adjustment No. 3 of ($9,763), none of which Arizona-American can accept. The Eastern

Division has expenses, continues to have expenses, and, is part of the operations of

Arizona-American that should be shared among all the different districts.

Q. DID STAFF MAKE AWSIMILAR ADJUSTMENTS FOR ANY SIMILAR

REASONS?

5

6

7 No.

8

9

1 0

Q- WHY DID Rico DISALLOW A PORTION OF THE FUEL AND POWER

EXPENSE IN OPERATING ADJUSTMENT NO. 4?

The $334 decrease represents the amount Arizona-American paid for a late payment fee

on an electric bill, Accordingly, Arizona-American accepts this adjustment.

1 2

1 3

1 4

1 5

1 6

1 7

Q- WHAT ADJUSTMENT DID RUCO MAKE TO WASTE DISPOSAL EXPENSE IN

OPERATING ADJUSTMENT NO. 11?

RUCO's adjustment removes the entire amount of the waste-disposal expense of $4,270.

This was a year-end accrual for sales tax, not income tax as RUCO assumed. The

amount is reversed in January 2007. It was put in the Sun City Water business unit in

error and should be removed. Arizona-American accepts this adjustment.

Q- WHAT ADJUSTMENT DID RUC() MAKE TO MANAGEMENT FEES IN

OPERATING ADJUSTMENT no. 8?

1 8

1 9

2 0

2 1

2 2

2 3

2 4

A. RUCO reduced Arizona-American's Management Fees by $32,230. The amount

constitutes 30% of the AlP award allocated to the Sun City Water District, which

represents the amount of bonus related to Arizona-American's financial performance.

Arizona-American does not accept this adjustment, as discussed in Mr. Broderick's

rebuttal testimony.

s

l

A.

A.

A.
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1

2

3

4

5

6

7

8

9

10

13

Q- DOES ARIZONA-AMERICAN ACCEPT STAFF'S OPERATING ADJUSTMENT

NO. 1 ?

Arizona-American does not accept Staffs reduction of $25,508 in regulatory expense.

Arizona-American already voluntarily reduced rate case expense from $150,000 to

$94,266 as shown in Mr. Broderick's Rebuttal Exhibit TMB-R4, and therefore reduced

the proposed three-year amortization from $50,000 to $3 l ,422. This is a reduction of

$18,578 on Arizona-American's pair. Staff' s adjustment is an additional reduction of

$9,430 and consists of cutting our attorney's estimate of the time necessary to work on

testimony, rebuttal, rejoinder, hearings, two briefs, review of Staff and interveners direct

and surrebuttal testimonies, and representation at Open Meeting from 160 hours to 75

hours. Staff cut this estimate to 75 hours but gave no reason. Our attorney's estimate is

based on his experience in these matters. I see no reason to go with Staffs accounting

witness's estimate rather than our attorney's estimate.

A.

14

15

Arizona~American stands by its revised rate case expense of a three-year amortization of

$94,266, or an annualized cost of $3 I ,422.

Q- DOES ARIZONA-AMERICAN ACCEPT RUCO'S OPERATING ADJUSTMENT1 6

1 7

18

1 9

2 0

A.,

NO. 9?

Arizona-American accepts RUCO's adjustment No. 9 - the reduction of $18,578 in rate-

case expense. Although RUCO's reasons were different than Arizona-American's, the

end result is the same amount of rate case expense.

21

2 2

23

24

25

Q- DO YOU AGREE WITH RUCO'S OPERATING ADJUSTMENT NO. 7?

Arizona-American has voluntarily reduced its miscellaneous expense line item by

$10,646. We removed expenses for charities, donations, United Way support,

community relations, service awards, etc. Arizona-American cannot accept RUCO's

Adjustment No. 7 to further remove all meads we provide employees who work in the

A.

4
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1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

field when they are called out for overtime work, meals for training, meals for group

meetings, meals for employees who have to travel for work, etc. Arizona-American only

pays for employees' meals if our customers receive benefits as a result of the

expenditure. For example, Arizona»American often purchases and delivers meals to the

site where employees are working overtime. This minor expenditure often leads to a

reduction in the time needed to complete the overtime tasks. Rather than paying for our

employees to attend training seminars that serve meals, Arizona~American tries to save

expense by using its internal expertise to conduct training for our employees. Lastly, it's

simply inappropriate for RUCO to disallow meal expenditures for employees who are

required to travel for work reasons. Most companies and all government employees are

entitled to meal allowances when traveling for work. Arizona-American does not

understand why RUCO disallowed these meal costs which provide direct benefits to our

customers. We disagree with the disallowance for meals and would add back $184 to

RUCO's disallowance of $4,405.

Q, WHAT IS THE AMOUNT OF ARIZONA-AMERICAN'S REDUCTION TO

DEPRECIATION EXPENSE IN THIS REBUTTAL TESTIMONY ASSOCIATED

WITH THE REDUCTION IN UPIS?

15

16

17

18

19

20

21

22

23

24

25

26

A, Although Arizona-American had the same plant reductions as Star our annual

depreciation expense reduction is $25,560. The main difference in annual depreciation

expensebetweenStaff and Arizona-American is in general plant. There are two

categories of general plant - Sun City Water District specific (Arizona-American's B-2

Schedules, electronically on Tab ADJ JMR-1) and Corporate, Central Division, or

Eastern Division-allocated specific (Arizona-American's B-2 Schedules, electronically

on TabsADJJMR-2, JMR-3, and JMR-4). For example, account 340100 (office

furnime), the depreciation rate approved in the 2001 rate case (Decision No. 67093) for

Sun City Water district specific for this account was 4.59%, but in the last rate case in



1
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l

2

3

4

5

6

7

8

9

10

which the depreciation expense for the office furniture for the Corporate and Central and

Eastern Division offices were approved, the depreciation rate for this account was 4.04%.

Arizona-American split these items up because they have different depreciation schedules

(as did RUCO). The Commission has approved different rates for the same numbered

accounts depending in which district or division that property account is located.

Arizona-American's schedule reflects more accurately the latest approved depreciation

rates from the Commission, based on the splits among the Divisions and Districts. Staff

added all the general plant together and used the Sun City Water depreciation rates

approved in 2001, ignoring the rates specifically approved for Corporate, Central, and

Eastern Divisions in the latest rate case in which those specific divisions were involved.

Q- DGES ARIZONA-AMERICAN ACCEPT RUCO'S ADJUSTMENT TO

DEPRECIATION EXPENSE?

11

12

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

A. Arizona-American does not accept RUCO's adjustment to depreciation expense (RUCO

Operating Expense Adjustment No.l0). The difference between Arizona-American and

RUCO is ($l2,265), and the majority of the difference can be attributed to RUCO's

double allocation of the amortization of the YZK costs. $1,491 ,737 of regulatory assets

approved for amortization includes a depreciation study, YZK costs, and L/T effluent.

These assets were dividedup among the Citizen's properties by the Commission and Sun

City Water's amount was determined to be $655,877, to be amortized at 2.83%, That is

what Staff and the Arizona-American did.

21

22

23

24

25

Now, RUCO is trying to allocate the portion that was attributed to Sun City Water in the

last rate case, Decision 67093, and reallocate that amount to all the districts, including

Paradise Valley, for the first time. Arizona-American rejects this reallocation to all

districts including those that were not formerly Citizen's districts. Arizona-American and

Staff used the allowed amortization of $18,573 whereas RUCO reduced this amortization

4
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1

2

3

expense by ($15,737) to only $2,836 by using the four-factor allocations and reallocating

the Sun City-only portion of the amortization to all other districts. RUCO's allocation is

inconsistent with Commission Decision No. 67093 and should be rejected.

4

5

6

7

8

Mr. Coley, RUCO's witness in the Sun City Wastewater case and in this case, was

incorrect when he stated in both cases that 100% of the Y2K amortizations were put into

each of these districts. Arizona-American has always followed the order in Decision No.

67093 and assigned to each of these districts the district's proportionate share of the

$1 ,491 ,737,

9

10

11

12

13

14

15

Q, ARE THERE ARE ANY OTHER FACTORS THAT CAUSE THE DIFFERENCE

IN DEPRECIATION EXPENSE BETWEEN ARIZONA-AMERICAN AND

RUCO?

Yes. First, Arizona-American rejects RUCO's disallowance of the Eastern Division

UPIS which leads to a reduction in depreciation expense of $919. As stated earlier,

Arizona-American does not agree to the disallowance of the Eastern Division UPIS

because the plant was moved after the test year.

16

17

18

Second, in account 304600, RUCO removed too much money for the office renovation,

which was discussed in the Rate Base section above. This leads to an excessive reduction

in depreciation expense by $21 l .

19

20

21

Third, in account 307000, RUCO did not include its Rate Base adjustment No. 3 which

reduces its plant balance by an additional $19,085 and would further reduce its

depreciation expense by an additional $481 .

22

23

24

Fourth, RUCO's Schedule TJC-15 has a strange difference between column (A) and

column (C) with no adjustment in column (B) for accounts 341100 and 346300 .- one a

reduction of $399 in plant and one an increase of $399 in plant with no support. This

A.
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resulted in a decrease in depreciation expense of $100 and an increase in depreciation

expense of $20, both of which are wrong

Finally, it would appear RUCO reduced depreciation expense for the amortization of the

Youngtown Plant Moe, once on line 62 of Schedule TJc-l5 and again 7 lines later on

the same schedule

The Commission should reject RUCO's Operating Expense Adjustment No. 10 for all the

reasons stated above

8 Q- WHAT IS THE DIFFERENCE IN GENERAL TAX EXPENSE BETWEEN

ARIZONA-AMERICAN AND STAFF?

The difference is caused by the calculation of property taxes. Staff does its property tax

calculation in two parts, present rate pro forma and proposed rate pro forma. Staff

Adjustment No. 3 on Schedule All-15 shows a Present Rate adjustment of ($32,578) and

a Proposed Rate adjustment of $21,268 for a proposed property tax expense of $286,447

This amount perhaps would change with Staffs revised revenue requirement, but the

Staff witness did not file revised property tax exhibits for the revised revenue

requirement. Arizona-American's proposedrevenue is slightly higher and therefore the

proposed property tax expense is also slightly higher at $287,366 plus $3,324 for the

individually assessed parcels where the assessment for the primary tax and the secondary

tax are not based on the same assessment. This is the only difference between Staff and

Arizona-American, a total of $4,244 in property tax expense at the proposed level

2 1 Q, PLEASE EXPLAIN THE DIFFERENCE IN GENERAL TAX EXPENSE

BETWEEN ARIZONA-AMERICAN AND RUCO?

RUCO did two different property tax calculations, but its direct testimony supports its old

standby calculation, which has been regularly rejected by the Commission. RUCO's
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1

2

3

4

5

6

calculation uses three historical years, including the unadjusted test year of 2006 which

has 385 days. This flaw in RUCO's calculation resulted in property tax expense of

$274,073, higher than even Staffs Present Rate property tax expense from the use of

2005 and 2006 revenues, both of which are higher than the test year adjusted revenue.

This is a very odd result for proposed rate property tax and Arizona-American rejects

RUCO's method and results.

7

8

9

10

RUCO offers an alternative method but does not make use of this method. The

alternative gives the highest property tax expense among all the parties, which again is

due to the use of the flawed 385 days of revenue in the test year. Arizona~American

rejects RUCO's flawed alternative results as well.

Q, DO E S  AR IZO NA-AME R IC AN HAVE  ANY ADDITIO NAL E XP E NS E

ADJ US TME NTS  TO  MAKE  AT THIS  TIME ?

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. Yes. Arizona-American has one more expense adjustment - amortized tank painting

expense. When we purchased the Sun City Water district assets from Citizens Utilities,

we inherited a 4.5 year amortization related to $52,748 of deferred tank painting

expenditures. The amount has been deferred in account 186401 , a deferred asset, and

amortized from August 2002 through January 2007. Beginning in February 2006, Sun

city Water has been deferring tank painting expenses in account 186401 and has

accumulated an additional $122,498 of deferred charges through the end of the test year.

We request amortization of the tank painting maintenance expenses over three years at

$40,833 per year. The reason Arizona-American requests a three year amortization

period is due to the upcoming tank maintenance schedule. All the remaining tanks in the

Sun City Water district are to be inspected in 2008. In addition, the remaining tanks are

scheduled to be painted, both inside and outside, two in 2008 for an estimated cost of

$336,000; two in 2009 for an estimated cost of $215,000; five in 2010 for an estimated
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I

2

3

4

5

6

cost of $575,000, two in 2011 for an estimated cost of $240,000; and two in 2012 for an

estimated cost of $240,000. There will be almost $58,000 in inspection costs in addition

to the painting costs. Arizona-American, therefore, is expecting to be spending more than

$1,650,000 over the next five years. Depending on the timing of the filing of the next

rate case, there will likely be quite a large deferral of tank painting expenses that will

need to be recovered.

7

8

Q, DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE?

A. Ye s .
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Arizona American Water Company - Sun City Water
Test Year Ended December, 2006
Computation of Increase in Gross Revenue Requirement

Exhibit LJG-R1
Schedule A-1 Rebuttal

Page 1
Witness: Gutowski

Line
No.

Company
Direct

$25,961 ,898

Company
Rebuttal

$24,960,997

693,411 702,920

2.82%2.67%

s 2,071,759

7.98%

$ 1,920,253

7.69%

$ 1,378,348 s 1,217,333

1.62861 .6286

$ 2,244,826 s 1,982,590

Present
Rates

Proposed
Rates

Dollar
lnerease

Percent
Increase

$6,185,012
1,239,905

14,394
20,803

55
3,493

119,966

57,979,313
1 ,523,699

18,646
40,554

83
5,275

155,738

$1 ,794,301
383,794

4,252
19,751

28
1,782

35,772

29.01%
30.95%
29.54%
94.94%
51.03%
51.03%
29.82%

1 Original Cost Rate Base
2
3 Adjusted Operating Income
4
5 Current Rate of Return
6
7 Required Operating Income
8
9 Required Rate of Return

10
11 Operating Income Deficiency
12
13 Gross Revenue Conversion Factor
14
15 Increase in Gross Revenue
16 Requirement
17
18 Customer
19 Classif ication
20
21 Residential
22 Commercial
23 Irrigation
24 Private Fire
25 Public interruptible
26 Public Interruptible/Stand-by City of Peoria
27 CAP - Raw (MISC-1/CAP~1 )
28
29
30 Total W ater Revenues
31
32
33
34
35
36
37
38
39
40 Supporting Schedules:
41 B-1
4 2  C - 1
4 3  H - 1
44
45
46
47
48
49
50 \Schedules\2007 Sun City Water Sch. A»F.xls\

$7,583,628 $9,823,308 $2,239,681 29.53% $ 1,982,590 25. 16%
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Arizona American Water Company - Sun City Water
Test Year Ended December, 2006
OriginalCost Rate Base Proforma Adjustments

Exhibit\ LJG-R1
Schedule B-2 Rebuttal

Page 1
Vwtness: Gutowski

Line
No.

Adjusted
End of

Test Year

STAFF
RB,1
Wells

AGREE

STAFF
RB~2

WT Equip
AGREE

STAFF
RB-3

Dist Stdp
AGREE

STAFF
RB-4
Land

AGREE

STAFF
RB-5

SC Office
AGREE

Revised
Acc um Dep

Company
Rebuttal
Adjusted
End of

Test Year

$45,025,075 $(427,725) 5(19.594) s(a19,215) $(148,130) $(187,1s5) $43,923,256

17,192,328 $(100,91B) $17,091,410

$27,832,747 $(427,725) $(19,594) $(319,215) $(148,130) $(187,155) $ 100,918 $26,831,846

3,576,920 3,576,920

63,004
551,750
567,874

2,100
(1 ,938,781)

63,004
551,760
567,874

2,10o
(1,938,781)

642,528
309,400

642,828
309,400

1 Gross Utility
2 Plant in Service
3
4 Less :
5
6 Accumulated Depreciation
7
8 Net Utility Plant
9 in Service

10
11 Le s s :
12 Advances in Aid of
13 Construction
14 Contributions in Aid of
15 Construction - Net
16 Imputed Regulatory Advances
17 Imputed Regulatory Contributions
18 Customer Meter Deposits
19 Deferred Income Taxes
20 Investment Tax Credits
21
22
23 P lu s :
24 Deferred Debits
25 Working capital
26 Utility Plant Acquisition Adjustment
27
28 To ta l
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

$25.961.898 $(427,725) $(19,594) $(319,215) $(148,130) $(187.155) s 100,918 $24.960.997
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Arizona American Water Company Sun City Water
Test Year Ended December, 2006
Summary of Cost of Capital
District Level - Sun City Water - Proposed

Exhibit LJG-R1
Schedule D-1 Rebuttal

Page 1
Witness: Gutowski

End of Test Year
Company Origianl

Weighted
Cost

$

Dollar
Amount
14,953,579

Percent
of

Total
57_60%

Cost
Rate
5.56%

weighted
Cost
320%

End of Projected Year
613012007
Percent

of
Total
58.62%$

Dollar
Amount
15,219,488

Cost
Rate
5.50% 3.22%

11,008,319 42.4o% 11.3% 4.78% 10,742,410 41.38% 10.8% 4.47%

25,961,898 100.00% 8.0% 25,961,898 100,00% 7.69%

$ 14,377,078 57,60% 5.56% 3.20% $ 14,632,736 58.62% 5_50% 3.22%

10,583,919 42.40% 11.3% 4.78% 10,328,261 41.38% 10.8% 4.47%

24,960,997 100.00% 8.0% 24,960,997 100.00% 7.69%

Line
No. Item of Capital
1 Long-Term Debt
2
3 Stockholder's Equity
4
5 Totals
6
7
8 Company Rebut&l
9
10 Item of Capital
11 Long-Term Debt
12
13 Slockholder's Equity
14
15 Totals
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40 Supporting Schedules:
41
42
43
44
45
46
47
48
49
50 \Schedutes\2007 Sun City Water Sch. A-F.xls\

Recap Schedules:

b
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EXECUTWE SUMMARYI
2
3
4
5
6
7
8
9

10

In her rejoinder testimonyLinda J. Gutowsld testifies as follows

=Rate Base
aMs. Gutowsld now accepts the followingStaff rate-base adjustments

l. Remove the Easter Division Allocated Plant of $13,835, and remove the Eastern
Division Allocated Accumulated Depreciationof $3,542 for a Net Plant decrease of
$10,293. Arizona-American and Staff are now in agreement regardingOriginal Cost
Rate Base of $25.295.922
Staffs ratebase adjustment to accumulated depreciation for adjustments back to the test
year in the prior case rather than using the July 2004 date of the last order

2.

14
15
16
17
18
19
20

3 Ms.Gutowski does not accept any additional RUCOrate-base adjustments

i ncome Statement
8 Ms. Gutowski now accepts the following Staff income-statement adjustments

l. Four-year amortization of deferred tank painting expense in the amount of $27,347
2. Disallowance of the fuel & power late payment expense
3. Disallowance of waste disposal expense
4. Additional depreciation expense in the amount of $9,207 in depreciation expense

aMs, Gutowsld's income schedules reflect Mr. Broderick's acceptance of Staffs four-year
Eamoltization of rate-case expense

23
24
25
26
27
28
29

aMs. Gutowski does not accept any additional RUCO income-statement adjustments

aMs. Gutowsld sponsors EM1ibit LJG-Jl: Rejoinder Schedules A-1, B-1, C-2 and D-2 for Sun
3 city Water District
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Linda J. Gutowski. My business address is 19829 N. 7111 Street,Suite 201 ,

Phoenix, Arizona 85024, and my business phone is 623-445-2496.

ARE YOU THE SAME LINDA J. GUTOWSKI WHO PREVIOUSLY

SUBMITTED TESTIMONY IN THIS CASE?

Yes.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedes my rejoinder testimony.

12 111 RATE  BAS E

CAN YOU SUMMARIZE THE PARTIES' RECOMMENDAT IONS

CONCERNING RATE BASE IN THIS CASE?

The parties' rate base positions are summarized in the following table:

Rate Base

$24,960,997

$25,295,922

$25,357,295

$25,295,922

Arizona~American Water Rebuttal

Staff Surfebuttal

RUCO Smrebuttal

Arizona-American Water Rejoinder

16 Q,

EA.

DO YOU ACCEPT STAFF'S RATE BASE ADJUSTMENT ON SURREBUTTAL

SCHEDULE AII-3?

Yes. Arizona-American accepts Staffsadjustment to remove the Eastern Division

Allocated Plant of $13,835 and to remove the Easter Division Allocated Accumulated
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Depreciation of $3,542 for a Net Plant decrease of $10,293. Arizona-American and Staff

are now in agreement regarding Original Cost Rate Base of $25,295,922

3 Q- DO YOU ACCEPT STAFF'S RATE BASE ADJUSTMENT TO ACCUMULATED

DEPRECIATION FOR ADJUSTMENTS BACK TO THE TEST YEAR IN THE

PRIOR CASE RATHER THAN USING THE JULY 2004 DATE OF THE LAST

ORDER?

Yes. Since this result is lower accumulated depreciation and higher Net Plant for

Arizona-American, we will deduct the $345,218 in addition to the adjustment above so

that the total Accumulated Depreciation now matches the Staff number of $l6,742,650.

lo Q. RUCO'S RATE BASE IS HIGHER THAN EITHER STAFF'S OR ARIZONA-

AMERICAN'S. CAN YOU DESCRIBE THE DIFFERENCES? 4

Yes. The differences can be attributed to two factors: First, RUCO includes$45,733 in

Cash Working Capital. Second,RUCO has a lower Plant and an even lower

Accumulated Depreciation whichmakes for a higher Net Plantby $15,640. The

combination of the two factors increases Rate Base by $61 ,373.

16 Q. DOES ARIZONA-AMERICAN ACCEPT RUCO'S POSITION ON RATE BASE?

No. Arizona-American stands by its rebuttal position with the exception of the above

adjustment for the disallowance of the Easter Division Allocated Plant and Accumulated

Depreciation. .

OPERATING REVENUES

ARE STAFF AND AR1ZONA-AMERICAN IN AGREEMENT ON TEST YEAR

REVENUE?

Yes. Both parties agree that test-year adjusted revenues are $7,668,479.

24 =Q. DOES RUCO AGREE WITH STAFF AND ARIZONA-AMERICAN?

s

20

21 Q.

'Iv

s
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No. RUCO makes a customer annualization adjustment to the revenueside of the

equation for $1 ,844 additional dollars. Arizona-American objects to this resided

adjustment for the same reasons expressed in my rebuttal testimony.

5 Q.

OP ERATING EXP ENS ES

DO E S  ARIZO NA-AME RICAN ACCE P T S TAFF ' S  FO UR-YE AR

AMO RTIZATIO N O F  DE F E RRE D TANK P AINTING  E XP E NS E ?

Yes. We accept the four-year amortizationand the amount of $27,347.

8 Q. DOES ARIZONA-AMERICAN ACCEPT STAFF'S DISALLOWANCE OF THE

FUEL & POWER LATE PAYMENT EXPENSE?

Yes. This is a position we took in our rebuttal testimony.

11 Q. DOES ARIZONA-AMERICAN ACCEPT STAFF'S DISALLOWANCE OF

WASTE DISPOSAL EXPENSE?

Yes. This is a position we took in our rebuttal testimony.

14 Q. DO YOUR REVISED SCHEDULES INCORPORATE MR. BRODERICK'S

ACCEPTANCE OF STAFF'S FOUR-YEAR AMORTIZATION OF RATE-CASE

EXPENSE?

Yes.

18 Q DOES ARIZONA-AMERICAN ACCEPT STAFF'S ADDITIONAL

DEPRECIATION EXPENSE?

Yes. The additional $9,207 in depreciation expense means that Staff and Arizona

American now recommend the same Deprecation and Amortization Expense amount

22 Q. ARE THERE ANY REMAINING DIFFERENCES BETWEEN STAFF AND

ARIZONA-AMERICAN IN THE INCOME STATEMENT NUMBERS?



DOCket No. W-0l 303A-07-0209
Arizona-American Water Company
Rejoinder Testimony of Linda J. Gutowski
Page 4 off

Yes. We have different numbers in Property Taxes and Income Taxes due to different

Revenue Requirements, which result from different Capital Structures. The differences

in Capital Structures affect the amount of interest synchronization that is deducted for

income tax calculation purposes. StafFs weightedCost of Debt is higher and therefore

its interest expense is higher, its deduction is higher, and its resulting income tax is lower.

DOES ARIZONA-AMERICAN ACCEPT ANY CHANGES THAT RUCO MADE

TO OPERATING EXPENSES IN ITS SURREBUTTAL TESTIMONY?

No, RUCO did not really move away firm its Direct Testimony. Except for some

corrections, we have the same objections to its Surrebuttal Testimony that we had in our

Rebuttal Testimony. The only change recommended by RUCO that requires a response

is the increase in Miscellaneous Expense of $50,000 for the cost of the Low Income

Program. Arizona-American is not requesting recovery of the administrative costs of the

Low Income Program. The $50,000 represents the shift in revenue that will take place if

the expected number of low-income customers sign up for the program. Arizona-

American's proposed rate design Moves the revenue from the basic service charge of the

low income program participants and allows us to recover the same amount from the

higher blocks of the volumetric rates. Arizona-American does not recommend including

the $50,000 in Operating Expense because it will increase the overall revenue

requirement, which is not the aim of the program.

20 80. HAVE YOU PREPARED REVISED RATE BASE AND INCOME SCHEDULES?

I have attached and am sponsoring Exhibit LJG-J I: Rejoinder Schedules A-l , B-I , C-2

and D-2 for Sun City Water District.

23 Q- DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY IN THIS CASE?

Yes.
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Alitbiw American Water Company - Sun CW Waler
Test Year Ended Decanber, 2006
Computation of Increase in Gross Revenue Requirement

Exhibit UG-J1
Sd1edd8 A-1 Re»i==~»det

Page 1
Witness: GmMuwski

Line
No.
1 Qriginal Cost Rare Base
2
3 Adlusied Opemling Income
4

Company
Direct

$25,961 .898

C0mvafw
Rebuttal

$24,960,997

Cvmvafv
R€i°i"¢i8f

95,295,922

Required Opelating Income

es3,411

2.67%

s 2,071,759

7.98%

s 1,378,348

1.6286

702,920

282%

s 1,920,253

759%

s 1.217,333

1.6286

107,64e

2.8o%

s 1,950,316

7.71%

s t,242,e69

1.6286

s 2,244,828 s 1,982,590 s 2,023,896

Present
RaIlS

Proposed
Rates

Dolor
Maease

Peaoeni
lnclease

$6,179,820 $7,979,313
1,239,905 1,623,699

14,394 18,G46
20,803 40,554

55 83
3,493 5,275

119,966 155,738

51,799,493
383,794

4,252
19,751

28
1,782

35,772

29.01 as
30.95%
29.54%
94.94%
5103%
51 ,03%
29.82%

$7,578,435 59,823,308 82,244,873 2953'/v $ 1,982,590 26.16% s 2,023,896 26.71%

5 Current Rare of Return
G
7
8
9 Required Rate of Reign
10
11 Operating Income Deficiency
12
13 Gross Revenue Conversion Factor
14
15 Increase in Gloss Revenue
15 Requitement
17
18 Customer
19 Cuasssncaxion
20
21 Residential
22 C0mmevcw
23 nmgarion
24 Private Fire
25 Public lmerruptible
26 Public Intemxptible/Skand-by City of Peoria
27 CAP - Raw (Ml$c.1/CAp_t)
28
29 Total Water Revenues
30
31 Other Revenues
32 Total Revenues
33
34
35
36
37
38
39
40 Supporting Schedules:

110,043 110,043
$7,688,479 $9,933,351

(0)
$2,244,873 29.20% s 1382,590 25.79% s 2,023,896 26.32%

41 B-1
42 C-1
43 H- t
44
45
46
47
48
49
50 \$Ched\1les\2007 Sun cw Water sm. A~F.xa$\

4
4

Vu
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Arizona American Water Company - Sun City Water
Test Year Ended December, 2006
Original Cost Rate Base Proforma Adjustments

Exhibit LJG-J1
Schedule B-2 Rejoinder

Page 1
VWtness: Gutowski

Line
No .

Company
Rebuttal
Adjusted
End of

Test Year

STAFF
Delete
Easter
Division
AGREE

STAFF
DIRECT

RB-6
Acc Depr
AGREE

Company
Rejoinder
Adjusted
End of

Test Year

$43,923,256 $ (13,835) $43,909,421

17,091,410 s (3,542) $(345,218) $16,742,650

$28,831,848 $ (10,293) $ 345,218 $27,188,771

3,576,920 3,576,920

63,004
551,760
567,874

2,100
(1,938,781)

63,004
55t,l/60
567,874

2,100
(1938,781 )

642,628
309,400

642,628
309,400

1 Gross Utility
2 Plant in Service
3
4 Les s :
5
6 Accumulated Depreciation
7
8 Net Utility Plant
9 in Service
10
11 Les s :
12 Advances in Aid of
13 Construction
14 Contributions in Aid of
15 Construction Net
16 imputed Regulatory Advances
17 imputed Regulatory Contributions
18 Customer Meter DepoSits
19 Deferred Income Taxes
20 Investment Tax Credits
21
22
2 3  P lu s :
24 Deferred Debits
25 Working capital
26 Utility Plant Acquisition Adjustment
27
2 8  To t a l
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

$24,960,997 $ (10293) $ 345,218 $25,295,922

9
4

b
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Arizona American Water Company - Sun City Water
Test Year Ended December, 2006
Summary of Cost of Capital
District Level - Sun City Waler - Proposed

Exhibit LJG»Jt
Schedule 0,1 Rejoinder

Page 1
Witness: Guiowski

End of Test Year
Company orignam

s

Dollar
Amour
14,953,579

Percent
of

Total
57.60%

Weighted
Cost
3.20%

End cf Projected Year
s laamo7
Percent

of
Trial
58.62%

4t,38%

Dollar
Amount

s 15,219,488

Cost
Rate
5.50%

10.8%

weigher
Cosl
3.22%

4.47%42.40%

Cost
Rate
5.56%

11 ;3% 4.78%11,008,319

25,961,898 100.00% 8.0%

10,142,410

25,961 ,898 100.00% 7.69%

s 3.20% 5.50% 3.22%14,377,078 57.60%

10,583,919 42.40%

24,960,997 100.00%

5.56%

11.3% 4.78%

8.0%

$ 14,632,736

10,328,261

24,960,997

58.62%

4138%

100.00%

10.8% 4.47%

7.69%

1113012007

s 5.56%

11.3%

58,30% 5.50%

10.8%

3.21%

4.50%

7.71%

14,569,989 57.60%

10,725,933 42.40%

25,295,922 100.00%

3.20%

4.78%

8.0%

s 14,747,522

10,548,399

25,295,922

41 .70%

100.00%

Line
No., Item of Capital
1 Long-Term Debt
2
3 Stop<holder's Equity
4
5 Totals
6
7
8 Company Rebuttal
9

10 Item of Capital
11 Long-Term Debt
12
13 Stockholder's Equity
14
15 Totals
16
17
18
19 Company Rejoinder
20
21 Item of Capital
22 Long-Term Debt
23
24 stodcholders Equity
25
26 Totals
27
28
29
30
31
32
33
34
35
36
37
38
39
40 Supporting Sdxedulest
41
42
43
44
45
46
47
48
49
50 \Sd1edules\2007 Sun City Water Sch. A-p.x1s\

J

Recap Schedules:



IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
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1 EXECUTIVE SUMMARY

3 Brian K. Biesemeyer testifies that:

5
6
7
8
9

The Sun City Water District is Arizona-American's second largest water district, serving
approximately 23,000 customers. The system covers roughly 18 square miles of territory,
including all of Sun City and Youngtown, as well as small portions of the cities of Peoria and
Surprise. Water is produced from 19 active local wells, chlorinated, and then distributed via six
booster stations to customers. The District dates back to 1960.

12
13
14
15
16

In October 2004, Arizona-American formed the Youngstown/Sun City Fire Flow Task Force
("Task Force") with individual and organizational representatives from both Sun City and
Youngtown including the Sun City Taxpayers Association, the Sun City Homeowners
Association, the Recreation Centers of Sun City, the Sun City Condominium Association, the
Sun City Fire Department, the City of Surprise Fire Department, Youngtown Baptist Village, and
Town of Youngtown.

18
19
20
21

The Task Force endorsed a Four Year Plan - a $3.1 million capital-improvement program (2004
dollars,) The Four Year Plan includes main replacements to improve fire flows and new fire
hydrants to provide sufficient access to the water distribution system for tire protection, The
Four Year Plan is designed to improve those areas with the least fire sow first, with residential
areas taking priority over commercial. Overall, ten distinct improvement projects were identified
and included 44,133 feet of new main and 195 new fire hydrants throughout the Sun City
District.

23
24

Z6 At the time of the study, the rate impact of the Four-Year Plan was estimated to be a 6.2%
increase, using 2004 dollars. The Task Force considered this rate impact, but still unanimously
endorsed the Four-Year Plan.28

30
31
32
33

Even before the final Task Force meeting in 2005, the Company removed some unnecessary
pressure reducing valves connecting the Youngtown distribution area to the main portion of the
Sun City water system. This improvement allowed higher pressure and improved flows in
Youngtown and enabled us to evaluate the systems fire flow capabilities more precisely.

35
36
37

While the Company supports the findings of the Task Force and is willing to proceed with these
improvements, no regulatory mandate exists for such a discretionary investment program. There
still appears to be adequate public support for the fire-flow improvements.

39
40
41
42

The White Tanks Regional Water Treatment Facility is designed to provide treated water to
Arizona American Water's Agua Fria District and will not furnish water to the Sun City Water
District. The Sun City District and the Agua Fria Districts are geographically distinct and
separate and no interconnection exists between the two.
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1 INTRODUCTION AND QUALIFICATIONS

2

4 IA.

1

Q- P LEAS E S TATE YOUR NAME, BUS INES S  ADDRES S , AND TELEP HONE

NUMBE R .

My name  is  Brian K. Bie semeyer. My bus iness  address  is  15626 N. De l Webb Blvd, Sun

City, Arizona  85351. My bus iness  phone  number is  623-815-3125.

6 IQ.

7 IA.

B Y WHO M AR E  YO U E MP LO YE D AND IN WHAT C AP AC ITY?

I am employed by Arizona-American Water Company ("Arizona-American" or the

"Company") as the General Manager, Central Operations.

9 IQ.

10 IA.

W HAT AR E  YO UR RE S P O NS IBILITIE S  AS  THE  G E NE RAL MANAG E R ?

I am responsible for customer service, water treatment, water distribution, wastewater

collection, and wastewater treatment operations serving over I 10,000 customers in the

northwest portions of the Phoenix metro area, including the Company's Sun City Water

District.

14 IQ.

15 IA.

P LE AS E  DE S CRIBE  YO UR E DUCATIO NAL BACKG RO UND.

I rece ived a  Maste rs  of Science  in Civil Enginee ring, a  Mas te rs  of Science  in Mine ra l

Economics  and a  Bache lors  of Science  in Geologica l Enginee ring a ll from the  Unive rs ity

of Arizona  in 1994, 1984, and 1982, re spective ly.

18 IQ.

19 IA.

P LEAS E DES CRIBE YOUR P ROFES S IONAL EXP ERIENCE.

I am a Registered Professional Engineer with a Proficiency in Environmental

Engineering. I am also a Grade IV Arizona Department of Environmental Quality

(ADEQ) Certified Operator in Water Treatment, Water Distribution, Wastewater

Treatment, and Wastewater Collection. I have worked in the water industry for over

fourteen years in research, government, and the private sector. Prior to my current job, I

was the Network General Manager for Arizona-American's customer service,

Lu
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1

2

3

4

distribution, and wastewater collection operations statewide. In early 2006, Arizona-

American realigned its management structure from Network and Production Managers

and formed two geographical operating divisions, Eastern and Central, with General

Managers in charge of each division.

5

6

Q.

7

8

9

HAVE YOU HAD ANY OTHER RELEVANT PROFESSIONAL EXPERIENCE?

I am a member of ADEQ's Operator Certification Committee with the responsibility of

identifying operator compliance issues and requirements impacting operators and

developing and recommending solutions to support ADEQ's operator certification

program .

1 0 Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

Yes. I have prepared testimony and testified several times before.

l l PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

Q.

I would like to discuss three main topics in my testimony:

l. A general description of the Sun City Water District.

2. The community and planning process involved with the Sun City/Youngtown Fire

Flow Task Force and its recommendations.

3. How the proposed White Tanks Regional Water Treatment Facility relates to the Sun

City Water District

III ARIZONA-AMERICAN'S SUN CITY WATER DISTRICT

PLEASE DESCRIBE THE SUN CITY WATER DISTRICT

20

21

22

23

74

Q-

The Sun city Water District is Arizona-American's second largest water district, sewing

approximately 23,000 customers. The system covers roughly 18 square miles of

territory, including all of Sun city and Youngtown, as well as small portions of the cities

A.

A.

A.

A.

h
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1

2

of Peoria and Surprise. Water is produced from 19 active local wells, chlorinated, and

then distributed via six booster stations to customers.

3

4

5

6

The system was originally two separate systems: the Sun City System, and the

Youngtown System. The Sun City system dates back to 1960 and was Citizens Utilities'

first Arizona water utility. In 1995, Citizens Utilities purchased the Youngtown system

from the Town of Youngtown and subsequently interconnected it with the Sun City

System. Arizona-American purchased the Sun City District from Citizens Utilities in

2002.

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

IV

Q-

SUN CITY/YOUNGTOWN FIRE FLOW TASK FORCE

WHY DID ARIZONA-AMERICAN FORM A FIRE FLOW TASK FORCE FOR

ITS SUN CITY WATER DISTRICT?

In Decision No. 67093 (June 30, 2004), the Commission ordered Arizona-American to

form a community task force comprised of a representative of Arizona-American

management, and representatives from, at least, Youngtown, Sun City, the Sun City

Taxpayers' Association, the Recreation Centers of Sun City, and the fire departments

sewing Youngtown and Sun City, The purpose of the task force was to determine if

water production capacity, storage capacity, water lines, water pressure and fire hydrants

were sufficient to provide the tire protection desired in each community. In October

2004, Arizona-American formed the Youngstown/Sun City Fire Flow Task Force ("Task

Force") with individual and organizational representatives from both Sun city and

Youngtown including the Sun City Taxpayers Association, the Sun City Homeowners

Association, the Recreation Centers of Sun City, the Sun City Condominium Association,

the Sun City Fire Department, the City of Surprise Fire Department, Youngtovm Baptist

Village, and Town of Youngtown, I was Arizona-American's management

representative on the Task Force.

A.

s
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I Q , WHAT  DID THE TAS K FORCE DO?

2

3

4

A. The Task Force met six times from October 2004 to March 2005. The Task Force

followed a systematic process that included:

Reviewing basic water distribution principles,•

5

6

7

Lis tening to community conce rns ,

Re vie wing wa te r mode ling re sults  from the  Sun City Dis trict,

Es tablishing minimum tire  flow s tanda rds , and

8 •

9

10

1 2

13

14

Setting priorities for making improvements.

The Task Force concluded that most areas in the Sun City District satisfied the fire-flow

requirements recommended by the local fire departments. However, some areas,

predominately south of Grand Avenue, need larger pipelines and more fire hydrants to

satisfy these recommendations. Based on these conclusions, the Task Force unanimously

endorsed a four-year capital improvement plan ("Four-Year Plan) to upgrade the fire-

flow capabilities of the Sun City District.

1 5

16

1 7

1 8

19

20

2 1

22

On May 25, 2005, Arizona-American filed a copy of the two-volume Youngstown/Sun

City Fire Flow Report ("Task Force Report") with the Commission in Docket Nos. WS-

Ol 303A-02-0867, et. al. The Task Force Report's Summary Statement contains a

statement of unanimous support from a wide-spectrum of groups and individuals

representing Arizona-American's customer base in the Sun city Water District. It also

recognized that while Arizona-American has no regulatory mandate to provide fire flow

to the community, adequate fire flow is a public safety issue of importance to the entire

community and an issue that needs to be addressed.

23 WHAT S YS TE M IMP R O VE ME NTS  WE R E  R E C O MME NDE D B Y THE  TAS K

24 FORCE?

Q.
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•

•

1

2

3

4

5

6

7

8

9

10

11

12

13

14

A. The  Task Force  endorsed a  Four Year P lan - a  $3.1 million capita l-improvement program

(2004 dolla rs ). S ince  the  entire  Task Force  report is  voluminous , I only have  included a s

Exhibit BKS-l , Se ctions  I (Ta sk Force  Re port Summa ry), ll (Ta sk Force  Summa ry

S ta tement), Ill (Attachment A- Youngs town/Sun City Fire  Flow Improvement P rogram: A

Coopera tive  P lanning Process) as  well as  a  Cost Summary of the  Four Year P lan. The

Four Year P lan includes  ma in replacements  to improve  fire  flows and new fire  hydrants

to provide  sufficient access  to the  wa te r dis tribution sys tem for tire  protection. The  Four

Year P lan is  des igned to improve  those  a reas  with the  leas t fire  flow firs t, with re s identia l

areas ta king priority ove r comme rcia l. Ove ra ll, te n dis tinct improve me nt proje cts  we re

identified and included 44,133 fee t of new main and 195 new fire  hydrants  throughout

the  Sun City Dis trict. Lis ted by community the  improvements  a re  a s  follows:

S un City: 21 ,492 linear fee t of main and 78 fire  hydrants .

Youngtown: 21,391 linea r fee t of main and 117 fire  hydrants .

Pe oria : 1250 linea r fee t of ma in.•

15

16

17

18

19

At the time of the study, the rate impact of the Four-Year Plan was estimated to be a

6.2% increase, using 2005 dollars. The Task Force considered this rate impact, but still

unanimously endorsed the Four-Year Plan. In his testimony, Mr. Thomas Broderick

updates the project costs from 2004 dollars to 2009-2012 dollars and he recalculates the

associated rate impact.

Q, ARE  F IRE  HYDRANTS  O NLY US ED FOR FIRE FLOW?20

21

22

23

24

25

A. No. While the primary purpose for fire hydrants is to provide water for tire protection,

hydrants generally serve a dual role in water distribution systems. They provide the

ability to flush the system to remove entrained air, sediment or other contaminates from

the distribution system. Additionally, fire hydrants provide access to water for street

sweepers and temporary water for construction use.

h
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1

2

3

4

5

6

7

Q~ HAS THE COMPANY MADE ANY FIRE FLOW IMPROVEMENTS IN THE

SUN CITY DISTRICT AS A RESULT OF THE TASK FORCE?

Yes. Even before the final Task Force meeting in 2005, the Company removed some

unnecessary pressure reducing valves connecting the Youngstown distribution area to the

main portion of the Sun City water system. This improvement allowed higher pressure

and improved flows in Youngtown and enabled us to evaluate the systems tire flow

capabilities more precisely.

8

9

10

Q. WHY HASN'T THE COMPANY INITIATED THE IMPROVEMENTS

RECOMMENDED BY THE TASK FORCE?

While the Company supports the findings of the Task Force and is willing to proceed

with these improvements, no regulatory mandate exists for such an investment program.

Mr. Broderick further addresses this question in his testimony.

13

14

15

16

17

18

19

2 0

2 1

Q. DOES THE COMMUNITY CONTINUE TO SUPPORT THE FIRE FLOW

IMPROVEMENTS?

l encourage the Commission to assess this directly rather than rely solely upon the

Company's assessment. In January 2007, the Company called a meeting of the Task

Force to verify if members were still behind the recommendations of the Task Force's

recommended Capital Improvement Program. In particular, I note the Youngtown Mayor

and City Manager expressed continued support for the Capital Improvement Program.

Additionally they expressed their opinion that this was an important public-safety issue in

the communities of Sun City and Youngtown.

22

23

24

ZN

v

Q.

WHITE TANKS REGIONAL WATER TREATMENT FACILITY

WILL THE PROPOSED WHITE TANKS SURFACE WATER TREATMENT

FACILITY IN THE WEST VALLEY SERVE THE SUN CITY DISTRICT?

A.

A.

A.
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I

2

3

4

5

6

A. No. The White Taidcs Regional Water Treatment Facility is designed to provide treated

water to Arizona-Arnerican's Agua Fria District and will not furnish water to the Sun

City Water District. The Sun City District and the Agua Fria Districts are geographically

distinct and separate and no interconnection exists between die two. Mr. Broderick's

testimony provides an update to the Groundwater Savings Project - a proposed pipeline

project to bring raw CAP water to Sun City.

7 Q, DOES THIS CONCLUDE YOUR TESTIMONY IN THIS CASE?

8 Ye s .A.
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Sec tion  I - Report Summary



Youngstown/Sun City Fire Flow Task Force

Report Summary

The following report is provided in accordance with Amendment #1, to Arizona American Water's last rate
case, Docket No. WS-0I 303A002-0867 et al. In this Amendment, Arizona American was tasked to form a
Fire Flow Task Force ("Task Force") with the purpose of determining if the water production capacity, storage
capacity, water lines, water pressure, and fire hydrants of Youngtown and Sun City are sufficient to provide
the fire protection desired by the communities of Sun City and Youngtown.

In the summer of 2004, Arizona American Water initiated its planning process for the Task Force. Following
the success of a similar process recently completed by Arizona American Water in Paradise Valley, a
professional team of public planners and engineers was assembled to assist with the Task Force. This team
included:

Marty Rozelle, Ph.D. - President, The Rozelle Group, LTD
Ron Ablin, P.E. - Regional Infrastructure Manager, Brown and Caldwell Engineering
Jennifer Hill, P.E, - Senior Engineer, Brown and Caldwell Engineering

In accordance with the Amendment, Arizona American Water formed the Task Force in October 2004, with
the following representatives:

•

•

•

•

•

•

•

•

•

Town of Youngtown Management and Public Works
Youngtown resident
Youngtown area senior citizen health care facility
Sun City Taxpayers Association
Recreation Centers of Sun City
Sun City Home Owners Association
Condominium Owners Association, Inc.
Sun City Fire Department
City of Surprise Fire Department

In addition to the above representatives, Brian Biesemeyer, Network General Manager, represented Arizona
American Water on the Task Force. Additionally, Don Breeding, Asset and Capital Planning Manager, Tom
Broderick, Government and Regulatory Affairs Manager, and Steve Uraine, Field Operations Supervisor,
provided additional staff support for the Task Force.

The public process of the Task Force occurred from October 2004 through March 2005, Mth a remarkable
solidarity between all members of the Task Force. Several of the groups represented on the Task Force had
disagreed, or were currently in disagreement, with each other on various issues in the community, however,
when it came to the issue of public safety as related to fire flow, all were unified in their concern and diligence
to find a solution. While the initial purpose assigned to the Task FOrce was to evaluate the available tire flow
capacity, the Task Force quickly moved beyond simply evaluating, to determining a plan to provide the fire
flow capacity desired by the communities. A more detailed review of the public planning process is included
in Attachment A to this report.



The  re s ulting pla n from the  Ta s k Force  is  a  compre he ns ive  one  tha t a ddre s s e s  the  community ne e ds  in a
s ys te ma tic a nd logica l fa s hion. While  the  ma jority of the  S un City/Youngtown Wa te r S ys te m me t Rh
tornmunitie s ' re quire d fire  flows  (1000 ga llons  pe r minute  for re s ide ntia l a re a s  a nd 1500 ga llons  pe r minute
for commercia l a reas), severa l de ficiencies  were  found, most notably:

(1) A lack of fire  hydrants  (la rge  dis tances  be tween fire  hydrants ) in Sun city south of Grand Avenue
(2) A la ck of tire  hydra nts  in Youngtown
(3) Ins ufficie nt tire  flow in  a  re s ide ntia l a re a  in  Youngtown (vicinity of Illinois  Ave nue ) a nd a nothe r

re s ide ntia l a re a  in S un City (a long North Che rry Hills  Drive )
(4) Insufficie nt fire  flow in some  comme rcia l a re a s  in Youngtown

To correct these deficiencies, a Four-Year Fire Flow Improvement Plan ("Four-Year Plan") was developed
that followed the priorities of, first, improving fire flows below 500 gallons per minute, and then improving
residential areas before commercial. The Four-Year Plan (discussed in detail in Attachment B to this report)
involves an investment of $3.1 million over four years. The Four-Year Plan also calls for a slightly higher
investment in Youngtown ($l.62 million) than Sun City ($l.38 million), with only a small investment
necessary in the City of Peoria ($82,500). Arizona American Water estimates that this investment will require
a rate increase of approximately 6.2 percent for customers.

with full knowledge of the Four-Year Plan and its estimated costs, the Task Force unanimously endorsed it.
This endorsement is attached in Section II of this report.
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Sun City/ Youngtown Water District
Fire Flow Improvement Program:
A Cooperative Planning Process

As members of the Youngtovim/Sun City Fire Flow Task Force, we support the Fowr~
Year PLAN, including the fire flow improvement projects and schedule, and we
understand that an Increase in rates, as explained below, is necessary. We appreciate
the commitment made to us by Arizona-American Water Company to accelerate the
schedWe when possible. As Task Force members we have taken care to represent the
interests of our organizations or constimenfs. However, some of us are not empowered
to speak on behalf of or commit our elected officials or Boards of Directors. It is our
hope that these commitments will be forthcoming, and we will work towards that
objective.

Arizona-American Water Company serves Sun City and Youngtown, Concern about the
inconsistent levels of fire flow in parts of the service area led to an order by the Arizona
Corporation Commission to form a Fire Flow Task Force. The purpose of this Task
Force was to determine if the water production capacity, storage capacity, water lines,
water pressure, and fire hydrants of Youngtown and Sun City are sufficient to provide
theiire protection capacity that is necessary for each oommurlRy.

The Airizona Corporation Commission regulates Arizona-American Water Company as a
private water provider- Under Arizona Administrative Code' R12~2-407.E, Arizona-
Amerimn Water Company is required to deliver potable water to the customer at a
minimum pressure of 20 pounds/square inch. This requirement is silent on enhanced
water flow for fire protection. Although Arizona-American Water Company is not
required to provide fire flow within their sewlce area, they believe fire flow is an
important issue within the Sun CityNoungtown District They committed to use input
from the Task Force to develop a capital improvement program that, over time, would
bring tire flow levels in this district up to acceptable levels.

In October 2004, Arizona-American Water Company initiated a comprehensive and
thoughtful public planning process to study the matter of how best to Identify and
prioritize system improvements that would be completed over several years. They
fnmled a citizen-based Fire Flow Task Force to help set these priorities.

The Task Force followeda systematic four-stepplanning process:

1.
2.

3.
4.

Become educated and informed on all relevant issues
Develop and prioritize criteria thatwill be used to generate andevaluate fire flow
system improvementprojects
Prioritize specificprojects .
Endorsea recommended improvement plan

To provide guidance to Arizona-Amen'can Water Company, members agreed that .the
priority to improvements should be given to residential areas over commercial areas.
They also agreed that areas with less lean 500 gallons per mlnulle should be addressed
as soon as possible. After careful analysis and under the guidelines discussed above,
Arizona~American Water Company presented to the Task Force a Four-Year Public
Safety Capital investment Plan (Four~YearPLAN),
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The improvement projects include' . modification of pressure reducing/pressure
sustaining valves; replacement of easting pipes with more than 42,000 lineal feet of new
6 to 10-inch lines, and installation of more than 200 tire hydrants, The pressure valve
modification word be completed in 2005. The remainder of the projects would be
spread across the next four years with completion expected in 2009.

During this Four ~Year PLAN, Arizona-American Water Company is antidpatlng a $3.1
million investment for f ire f low improvements. Between 2005 and 2010, this level of
investment . i s expected to cause rates to increase. The Arizona Corporat ion
Commission f irst must approve rate increases before they can take effect Arizona-
American Water Company Is committed to being flexible and east etiicient, respecting
the best interest of their customers, working closely with Youngtown and Sun <3f1y
management and the Sun City, Peoria, and Surprise Fire Departments. They are also
committed to keeping all M their customers informed.

This Four-Year PLAN fs submitted in compliance M81 the i l l r izona Corporation
Commission Amendment #1 to the Arizona-American Water Company late ease, Docket
No. WS-01303A-02-0867 et al. While Arizona-American Water Company stands behind
the community in this plan, approval by the Corporation Commission is necessary in
order for Arizona-AmericanWater Company to commit to the Four-Year PLAN.
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Sula¢ity Fire Department

i'n Wellman, Sr. Manager
Recreation Centers of Sun City

/Mike White, chief ,
City of Surprise Fire Department

Executive Summary
YoungtownIS\m city Fife Flow Task Force - Aprn 2005
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I. INTRODUCTION

Arizona American Water Company serves Sun City and Youngtown. Concern about the
inconsistent levels of fire flow in parts of the service area led to an order by the Arizona
Corporation Commission to form a Fire Flow Task Force. The purpose of this Task
Force was to determine if the water production capacity, storage capacity, water lines,
water pressure, and fire hydrants of Youngtown and Sun City are sufficient to provide the
fire protection capacity that is desired by each community. This order further directed
the Company to present findings and a proposed plan of action by May 30, 2005. As an
indication of the Commission's continuing interest in the efforts of the Task Force,
Commissioner Mundell attended the February 15, 2005 meeting and Commissioner
Mayes attended the March 15, 2005 meeting.

Arizona American Water Company is part of American Water Company, the nation's
largest private enterprise devoted exclusively to the business of providing water and
wastewater services. American Water Company serves over 18 million people in 29
states and three Canadian provinces. Communities sewed in Arizona include: Anthem,
Paradise Valley, Sun City, Sun City West, Youngtown, Surprise, Peoria, Buckeye,
Bullhead City, Lake Havasu City, and Tubae. Arizona American Water Company has
provided continuous water and wastewater service in Arizona since 1962.

The water in Sun City and Youngtown comes from 19 wells. The distribution system
covers 18 square miles with more than 22,000 connections. The challenges to the
Youngstown/Sun City system in regards to providing fire flow as evaluated through the
Task Force process are: undersized pipes and insufficient number of fire hydrants in
certain areas.

The Arizona Corporation Commission regulates Arizona American Water Company as a
private water provider. The Company is compliant with all requirements under Arizona
Administrative Code R14-2-407 et seq, They are required to deliver potable water to the
customer at a minimum pressure of 20 pounds/square inch. They are not required to
provide fire flow within their service area.

ll. Formation of the YoungtownlSun City Task Force

In October 2004 Arizona American Water Company formed the Youngstown/Sun City
Task Force and initiated a comprehensive and thoughtful public planning process to
study the matter of how best to prioritize system improvements that would be completed
over several years. The Company retained Dr. Martha Rozelle, President of The
Rozelle Group, Ltd., to organize and facilitate the Task Force, Dr. Rozelle is a leading
expert in public participation and is the Past-President of the International Association of
Public Participation,
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Dr. Rozelle interviewed a dozen customers in the Arizona American Water Company
Youngstown/Sun City Water District to understand the range of concerns and to receive
guidance on the membership and structure of the Task Force.

The criteria for membership on the Task Force included representative(s) from:

•

•

•

•

•

•

•

•

•

Town of Youngtown management and public works
Youngtown resident
Youngtown area senior citizen health care facility
Sun City Taxpayers Association
Recreation Centers of Sun City
Sun City Home Owners Association
Condominium Owners Association, Inc.
Sun City Fire Department
City of Surprise Fire Department

All Task Force members were Arizona American Water Company customers and
represented areas with current fire flow levels ranging from 500 rpm to 1500 rpm, See
Appendix A for a complete listing of the to members of the Task Force.

Brian Biesemeyer, Network General Manager, Steve Uraine, Field Operations
Supervisor, and Don Breeding, Asset and Capital Planning Manager, were the primary
Arizona American Water Company staff overseeing this project. Tom Broderick,
Government and Regulatory Affairs Manager, was also involved in the project. Arizona
American Water Company retained Jennifer Hill and Ron Ablin of Brown & Caldwell
Engineering Company to model the current system and recommend system
improvements. Brown 81 Caldwell is a private firm that provides design services and
construction management exclusively for the water and wastewater industry.

At its first meeting the Task Force agreed upon the following mission statement:

To build consensus among representatives of all stakeholder parties sewed by Arizona
American Water Company in the Youngstown/Sun City Water District regarding the
priorities for addressing needs and feasibility of water system improvements to meet Hre
flow requirements and expectations. Membership shall include, but not limited to,
representatives from Arizona American Water Company, Youngtown, Sun City, the Sun
City Taxpayer's Association, the Recreation Centers of Sun City, and the Sun City Fire
Department.

The Task Force also adopted ground rules for its conduct:

Respect each participant and their views
Participate In open and timely communication
Commit to creative problem solving - Keep an open mind. Be willing to consider
other possibilities and approaches,

See Appendix B for the complete Task Force Purpose and Process Ground Rules.
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Catego Required fire flow
Single family residential 1,000 rpm
Multi-family residential 1,500 rpm
Non-residential 1,500 rpm

Over the course of five months, the Task Force met six times, beginning on October 12,
2004 and ending on March 15, 2005. Meeting agendas, summaries, and attendance
records are included in Appendix C.

Ill. Issues of Concern or Questions Raised by the Task Force

At its first meeting, members received a brief introduction to Arizona American Water
Company by Brian Biesemeyer. Jennifer Hill of Brown & Caldwell presented information
on how water systems work and defined several technical terms. She explained how
water modeling works and how hydrant flow tests are performed. She described how
she planned to use a computer model to identify low-pressure areas, model the results
of specific improvements to the system, provide a cost-benefit analysis of those
improvements and suggest an implementation plan.

The Fire Department representative asked the Company for a list of hydrants and
locations to compare with their maps. The Mayor of Youngtown asked for clarification on
some issues regarding the last rate case that Arizona American Water Company filed
with the Arizona Corporation Commission. Another member asked about the status of
fire hydrant inspections. A suggestion was made to invite the City of Peoria and Town of
EI Mirage Fire Departments to participate in the Task Force meetings. The invitation
was extended and representatives attended a few subsequent meetings.

IV. The Task Force Recommendation Process

The Task Force followed a systematic four-step planning process:

1.
2.

Become educated and informed on all relevant issues
Develop and prioritize criteria that will be used to generate and evaluate fire
flow system improvement projects
Prioritize specific projects
Endorse a recommended improvement plan

The group agreed that the overall goal was to provide fare safety protection to Arizona
American Water Company customers in the Youngstown/Sun City District. Members
were comfortable with the assumptions that all projects must be technically feasible and
that some should be completed before others can begin.

The group agreed to the following fire flow requirements for existing construction:

Members agreed that the priority for improvements should be given to residential areas
over commercial areas. They also agreed that areas with less than 500 gallons per
minute should be addressed as soon as possible.
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Yea r Description Cost
Immediate Sun City and Youngtown pressure

reducing/pressure sustaining valve modifications
$ t0,000

Year t Youngtown neighborhood commercial - 111'
Avenue south of Youngtown Avenue, Youngtown
residential, fire hydrants in Youngtown and Sun City
installed on existing pipe

$ 680,960

Year 2 City of Peoria - Paradise Mobile Home Park, Sun
City residential, Youngtown - 6" piping and fire
hydrants

$ 699,568

Year 3 piping and fire hydrants - Sun City and
Youngtown

$ 702,934

Year 4 6" piping and fire hydrants - Sun City and
Youngtown, piping improvements .- Youngtown
commercial

$ 986,640

Total $3,080,102

V_ Recommendation

At the February 15, 2005 Task Force meeting, Brian Biesemeyer presented the project
improvements, or Four~Year Plan, that Arizona American Water Company
recommended through 2009.

The improvement projects include: modification of pressure reducing/pressure
sustaining valves, replacement of existing pipes with more than 42,000 lineal feet of new
6 to 10-inch lines, and installation of more than 200 tire hydrants.

All Task Force members agreed that the plan was good, and encouraged Arizona
American Water Company to set the goal of escalating the projects as much as possible
without adding to the cost. They supported the need for the plan to be flexible,
particularly in the later years of implementation. They stressed the importance of
keeping the customers informed throughout the process.

The Task Force expressed its gratitude and strong thanks to Arizona American Water
Company and their representatives for their forthright, helpful, and supportive role in this
evaluation process.

VI. Customer Outreach Program and Rate Impacts

At the February and March Task Force meetings, Brian Biesemeyer explained that
Arizona American Water Company is anticipating a $3.1 million investment. Between
2005 and 2010, this level of investment is expected to cause rates to increase by 62%.
The Arizona Corporation Commission first must approve rate increases before they can
take effect. While the Company stands behind the community in this plan, approval by
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the Corporation Commission is necessary in order for Arizona American Water Company
to commit to the Four-Year Plan.

The Company is committed to being flexible and cost efficient, respecting the best
interest of their customers, working closely with Youngtown and Sun City management
and the Sun City, Peoria, and Surprise Fire Departments. They are also committed to
keeping all of their customers informed.

VII. Conclusion

The public planning process was a successful, cooperative effort among Arizona
American Water Company, its customers, the Town of Youngtown and representatives
from Sun City and the Sun City and Surprise Fire Departments. The issue was widely
covered in the local print media. The Task Force developed thoughtful
recommendations and acknowledged the potential impact on the current water rates.
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Appendix A

Membership Roster for YoungtownISun City Task Force

Ray Dare
Orville Dreuhl
Mark Fooks
Grey Gooby
Jim Green
Gene Jensen
David Kafora
Jesse Mendez
Steve Morrow
Jim Sebert
Jim Wellman
Mike White

Sun City Taxpayers Association
Youngtown Resident
Youngtown Town Manager
Condominium Owners Association, Inc.
Sun City Community Fund
Sun City Home Owners Association
Youngtown Baptist Village Executive Director
Youngtown Public Works Director
Sun City Fire Department Assistant Chief
Sun City Fire Department Chief
Recreation Centers of Sun City, Sr. Manager
City of Surprise Fire Department

*Jeff Vander Pulte  Homes

*Served for three meetings, but left the company. No replacement was made.
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Appendix B

You ngtownIS un City Fire Flow Task Force
Purpose and Process Ground Rules

1) Objective

To build consensus among representatives of all stakeholder parties served by Arizona
American Water (AAW) in the Youngstown/Sun City Water District regarding the priorities
for addressing needs and feasibility of water system improvements to meet fire flow
requirements and expectations. Membership shall include , but not limited to,
representatives from AAW, Youngtown, Sun City, the Sun City Taxpayer's Association,
the Recreation Centers of Sun City, and the Sun City Fire Department,

2) Behavior and Participation

Respect each participant and their views
l Everyone will respect the personal integrity and values of each participant. The

motivations and intentions of participants will not be questioned.
I Focus on the issues not the person.

Open and timely communication
Listen to each other without interrupting, listen fully before responding.
Be concise and take time to communicate clearly.
Repetition of previous points should be avoided.

Commit to creative problem solving ...- Keep an open mind. Be willing to consider
other possibilities and approaches.

Disagreements will be regarded as creative opportunities. Reach past
compromise to creative solutions.

3) You ngtownlS un City Work Group Members Responsibilities

Participation in meetings - It is anticipated that the Work Group will meet six times
through the months of October 2004 to March 2005. Each member will make their best
efforts to participate in the meetings in order to maintain continuity and understanding of
the issues.

Communication with press and other organizations - Participants are free to
communicate with press and interested organizations regarding their own views
Comments should accurately reflect the Work Group's activities as documented in the
meeting summaries. No comments or statements should be made that could negatively
impact the Work Group's ability to accomplish its mission. Any statements attributed to
the Work Group must be approved by AAW and the Work Group membership and
reflected in the meeting summaries
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4) Facilitator's Responsibilities - Dr. Marty Rozelle, under contract to AAW, will
facilitate the Work Group meetings

Compile and maintain Work Group roster -Dr. Rozelle will compile and maintain a
current roster of Work Group members and make the current roster available to all
participants. The roster will include each participant's name, voice and fax numbers, and
email address.

Preparation of meeting agendas - Agenda items for the nextWork Group meeting will
be discussed at the end of each meeting. Dr. Rozelle will then prepare the meeting
agenda and distribute it to Work Group participants via email prior to the next meeting.
She will coordinate the agenda with AAW and Brown 8= Caldwell.

Preparation of meeting summaries -Dr. Rozelle will prepare summaries of Work
Group meetings. Meeting summaries will document issues discussed and include any
unanimous recommendations made by the Group. Every effort will be made to
accurately convey the concerns and perspectives of the participants. Meeting
summaries will also include action items, work tasks, deadlines and schedules. Draft
meeting summaries will be circulated for review by the participants on the Work Group
roster prior to the next meeting. She will revise the draft meeting summary consistent
with revisions suggested by the participants, The revised meeting summary will be
provided to the participants via email and they will then review and ratify the meeting
summary at the beginning of the next meeting.

Maintain masferfile of documents -AAW will maintain a file of all materials presented
at Work Group meetings. This will include agendas, meeting summaries, reports,
presentations, memos and handouts distributed at the meetings.
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Appendix C

Task Force Meeting Agendas and Summaries
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You ngtownlSun City Fire Flow Work Group
Meeting #1

October 12, 2004
4:00 - 6:00 p.m.

Youngtown Police Training Room

4:00 - 4:15 Welcome, Introductions, Purpose Brian Biesemeyer
Arizona American Water

4:15 - 4:30 Overview of AAW operations Brian Beisemeyer

4:30 . 5:15 "Municipal Water Systems 101 "
Youngstown/Sun City System
Schedule and Scope of Work

Jennifer Hill
Brown & Caldwell

5:15 - 5:45 Operating Principles and
Responsibilities for Work Group

Marty Rozelle
The Rozelle Group

5:45 u 6:00 Future Meeting Dates
Questions

All
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Meeting Summary
YoungtownlSun City Fire Flow Work Group

October 12, 2004

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
4:00 - 6:00 p.m. on October 12, 2004, at the Youngtown Town Hall Clubhouse. The purpose
of this meeting was to introduce the project and provide basic water systems information,
Work Group and team members met each other. Subsequent meeting dates and objectives
were set.

Members in Attendance Members not in Attendance
Joe Dubasik, Youngtown businessman

AAW Team
Brian Biesemeyer, AAW
Don Breeding, AAW
Tom DeYoung, AAW
Steve Uraine, AAW
Phyllis Windham, AAW
Ron Ablin, Brown & Caldwell
Jennifer Hill, Brown & Caldwell
Marty Rozelle, The Rozelle Group

Others Present

Raymond Dare, Sun City Taxpayers
Association
Orville Druehl, Youngtown resident
Mark Fooks, Town Manager,
Youngtown
Jim Green, Sun City Community Fund
Greg Gooby, Sun City HOA
David Kafora, Baptist Village,
Youngtown
Jesse Mendez, Public Works Director,
Youngtown
Steve Morrow, Sun City Fire
Department
Ben Roloff, Condominium Owners
Association
John Snyder, Recreation Centers of Sun
City
Jeff Valder, Pulte Homes
Mike White, City of Surprise Fire
Department

Bryan Hackbarth, Mayor, Youngtown
Don Coleman, Sun City resident
Gerald DeLozal, Sun City resident
MichaelVa ntrease, Daily News-Sun

After introductions, Brian Biesemeyer explained the purpose of the group: (t) to become
informed about the fire flow capacity on the AAW Sun CityNoungtown Water District, (2) help
establish criteria for formulating and evaluating alternatives to improve the fire flow capacity,
and (3) assist AAW in prioritizing system improvements for completion over the next several
Y€8l'S.

2. Overview of AAW Operations

Brian provided an overview of the AAW and the Sun CityNoungtown Water district. AAW is
the nation's largest private enterprise devoted exclusively to the water and wastewater
business and serves approximately 16 million people. Communities served in Arizona
include: Anthem, Paradise Valley, Sun city, Sun City West, Youngtown, Surprise, Peoria,
Buckeye, Bullhead City, Lake Havasu City, and Tubac. AAW is regulated by the Arizona
Corporation Commission and is required to provide potable service at the customer's point of
delivery with a minimum pressure of 20 pounds per square inch. AAW is not required by the
Corporation Commission to provide specific water flows for fire protection. Brian presented
the Corporation Commission's amendment to AAW's last rate case. This amendment
directed AAW to form a fire flow task force of representatives from Sun City and Youngtown
in October 2004 and to present findings and a proposed plan of action by April 30, 2005.
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The amendment is attached to this summary, Work Group members will receive a copy of
Brian's presentation.

3. Municipal Water Systems "101"

Brown 8t Caldwell is a private firm that offers water and wastewater consulting services. The
firm provides design work and construction management, as well as other services,
exclusively for the water and wastewater industry. Their local workforce consists of
approximately 125 employees, with a total of about 1,000 employees nationally. AAW has
retained Brown & Caldwell as a consultant for the Youngstown/Sun City Fire Flow Project.

Jennifer Hill presented information on how water systems work in general and defined
several technical terms, She explained how water modeling works and how hydrant flow test
are performed. She will use this model to identify low pressure areas, model the results of
specific improvements to the system, provide a cost-benefit analysis of those improvements
and suggest an implementation plan, A copy of the presentation was given to the meeting
attendees,

4. Work Group Questions and Action Items

Members asked several questions.

Q. Are the Youngtown fire hydrants color-coded to show what size main serves the
hydrant?
A, No, at this time the hydrants are not color-coded.

Q. Sun City Fire Chief Morrow asked if his fire hydrant location map is current.
A. Brian said that AAW now has a digitized map, and he will furnish one to chief Morrow
shortly.

Q. How long has AA W sewed Sun City and Youngtown?
A. AAW (and its predecessors, Citizens Utilities Company and Citizens Water Resources)
has served Sun City since 1962. Citizens Utilities Company (now AAW) began providing
water and sewer service to Youngtown after purchasing it from the Town in December 1994.

Q. Why did AAW file for an 88 percent rate increase? How can this be the case when
Brian stated that AAW cannot file for another rate increase until January 2006?
A. The referenced rate request was filed with the Arizona Corporation Commission prior to
January 15, 2003 when the "three-year stay-out" went into effect. AAW's last rate case
resulted in an overall increase of 27% for the base rate, or less than $3.00 per month for an
average residential customer in Sun City or Youngtown. The sewer rate was decreased by
15%. Under this "three-year stay-out," AAW is prohibited from submitting for an increase in
Sun City or Youngtown rates until January 2006.

Q. You say the rate case has been completed, but I understand AAWhas filed an
appeal,
A. AAW is not appealing any issue related to fire How.

Q. Can AA W inspect the fire hydrants before proceeding with the work of the Task
Force?
A. Steve Uraine (Operations Supervisor, AAW) replied that he maintains a copy of all hydrant
inspection records and that the hydrants are serviced annually. Chief Morrow verified Steve's
statement, agreeing that the hydrants are indeed serviced on a yearly basis. Brian said if
anyone knows of any non-working hydrants, please report them, and AAW will gladly repair
them,
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Q. Does AAW have water modeling maps for Youngtown?
A. AAW will be generating water modeling maps for the Town and will share them at future
meetings, Chief Morrow recommended cross-referencing his Youngtown maps against
AAW's maps. He believes his Youngtown maps are relatively current and that they simply
need to be cross-referenced against those generated by AAW.

Q.Marty Rozelle asked if anyone felt that representatives from other entities should be
included in the Task Force.
A. Youngtown Mayor Hackbarth suggested that perhaps a representative from the Peoria
Fire Departments and the EI Mirage Fire and Water Departments should be included. Brian
promised to extend an invitation to them.

Q, chief Morrow asked if AAW can provide him with a list of hydrants and their
locations prior to the nextmeeting.
A. AAWagreed.

Action Items:

AAW will send digitized maps, including list of hydrant locations to Sun City Fire
Department
Marty Rozelle will furnish her email address to the Work Group members by the end of
the week of October 18"'. Individuals desiring answers to questions prior to the
November meeting can email her.
List of members and contact information will be sent to everyone. Email is the preferred
method of contact for all members.

5. Next meetings

Note: Since the meeting, we have learned that the Sun City Fire District Board of Directors
meets on the second Tuesday at the same time, We will poll the Work Group membership
about moving the meeting to the third Tuesday.

Future meeting dates and times were set for the second Tuesday of each month, except for
November. All meetings will begin at 2 p.m. and end around 4 p.m. The location will be the
Youngtown Clubhouse. Dates and topics for each meeting include

November 16

December 14

January 11

Set a standard for current fire flow needs for different types of land use
(commercial, residential including mobile homes, multi-residential units
single family homes, etc.), provide overview of hydrant flow tests
Present system deficiencies and results of the calibrated model of the
existing system
Present recommended improvements with alternatives and planning
level costs
Prioritize improvements
Present final recommendations with schedule and costs

February 8
March 8

Agendas will be sent ahead of each meeting
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Agenda

YoungtownlSun City Fire Flow Work Group
Meeting #2

November 16, 2004
2:00 - 4:00 p.m.

Town of Youngtown Clubhouse

2:00. 2:t5 Welcome, Introductions,
Review of 10/12/04 meeting summary

Marty Rozelle

2:15-2130 Review ActionItems from last meeting All
;

2:30 -3:15 Fire Flow Requirements for
Sun CityNoungtown District

Presentation and group discussion

Jennifer Hill
Brown & Caldwell

3:15 - 3:45 Overview of Hydrant Flow Testing Program Jennifer Hill

3:45 - 3:55 Opportunity for Observers to ask questions
or comment

3:55 - 4:00 Confirm topics, date and time for next meeting All
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Meeting Summary
YoungtownlSun City Fire Flow Work Group

November 16, 2004

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
2:00 - 3:30 p.m. on November 16, 2004, at the Youngtown Town Hall Clubhouse. The
purpose of this meeting was to review and discuss the fire flow requirements for the Sun
City/Youngtown District and the results of the hydrant flow testing program.

Mike White, City of Surprise Fire
Department

Members not in Attendance
Greg Gooby, Sun City HOA
Jim Green, Sun City Community Fund

AAW Team
Brian Biesemeyer, AAW
Don Breeding, AAW
Steve Ursine, AAW
Phyllis Windham, AAW
Ron Ablin, Brown & Caldwell
Jennifer Hill, Brown & Caldwell
Marty Rozelle, The Rozelle Group

Members in Attendance
Raymond Dare, Sun City Taxpayers
Association
Orville Druehl, Youngtown resident
Mark Fooks, Town Manager,
Youngtown
David Kafora, Baptist Village,
Youngtown
Jesse Mendez, Public Works Director,
Youngtown
Steve Morrow, Sun City Fire
Department
Ben Roloff, Condominium Owners
Association
Jim Sebert, Sun City Fire Department
Jim Wellman, Recreation Centers of
Sun City
Jeff Valder, Pulte Homes

Others Present
MichaelVantrease, Daily News-Sun

The following acronyms may be used throughout this summary:

rpm - gallons per minute psi .. pounds per square inch

Review of action items from previous meeting

Marty Rozelle introduced new member, Jim Wellman, who is the new Senior Manager
for the Sun City Recreation Centers. She asked for any suggestions or corrections to the
draft meeting summary from the October 12"' meeting, None were offered, and the
summary was accepted. Action items from the October meeting have been addressed

AAW is furnishing a digitized map to the Sun City Fire Department. A
confidentiality agreement must be in place first
Brian reported that a representative from the City of EI Mirage Fire Department
accepted his invitation to attend and was expected at this meeting. He will follow
up with him. Brian expects to connect with the representative from the city of
Peoria Fire Department soon. They have been playing voice mail tag
A list of Work Group members and their contact information will be re-sent in a
format that everyone can open

Fire flow requirements for Sun CityNoungtown District

Jennifer Hill presented guidelines for fire flow requirements based on the Uniform Fire Code
(UFC) and the International Fire Code (INC). These requirements are: 1,000 rpm/tvvo-hour
duration for residential and 1,500 rpm/two hour duration for commercial. The requirements
depend on the type of buidiing construction and square footage. A reduction up to 75% is
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Catego 'oR aired fire flow
Single family residential 1,000 rpm
Multi-family residential 1,500 rpm
Non-residential 1,500 rpm

allowed when the building has an approved automatic sprinkler system, Jennifer presented
fire flow requirements for several other Valley cities. For new construction, AAW requires
1,500 rpm for residential and 3,000 rpm for commercial. She recommended fire flow
requirements for existing construction in Youngtown and Sun City:

The group discussed this recommendation. A duplex is considered a single family residence.
Non-residential is primarily commercial. The fire flow requirements under the UFC and INC
assume a residence of 3,600 square feet or less. All existing residences in this district would
be less than that, Mark Fooks said the City Council adopted the INC code in August 2004.
He is willing to accept whatever his fire experts advise. Sun City Fire Chief Sebert said 1,000
rpm would be sufficient for existing residential structures up to 3,600 square feet. Sun City
Assistant Fire chief Morrow concurred that under normal circumstances, 1,000 rpm would be
adequate. Dave Kafora said he has some four-plexes at Baptist Village that might be more
than 3600 square feet and would require the 1500 rpm. These would fall under the multi-
family residential requirement.

The group agreed to the recommended fire flow requirements,

3. Overview of Hydrant Flow Testing

Hydrant flow tests were conducted the week of November 8, 2004 by AAW and witnessed by
Brown & Caldwell. The testing locations were discussed with both the Sun City Fire
Department and the Town of Youngtown before being conducted. Jennifer Hill presented a
map showing where the 29 tire flow tests were conducted. These tests were spread
evenly through the system, so there will be numerous points to compare when constructing
the water model. Test results will be used to calibrate the base model. The goal is to have
1,000 rpm and 20 psi throughout the system. Tests found the hydrants to be in good
working order. The number of hydrants in Sun City is 1,600 and 87 in Youngtown.

Mark Fooks passed around a drawing from Don Coleman that illustrates the proper way to
conduct the hydrant flow tests. The photos Jennifer used in her presentation indicated that
the flow tests were done in that manner.

AAW will be looking at the spacing of the hydrants. They recognize the need for additional
hydrants in some locations. The Sun City Fire Department will verify every hydrant location
over the course of this project.

4. Date and Time for Next Meetings

I The next meeting will be Thursday, December 16. Beginning in January, the meetings will be
held on the third Tuesday of each month. All meetings will begin at 2 p.m. and end around 4
p.m. at the Youngtown Clubhouse. Agendas will be sent ahead of each meeting, and dates
and topics for each meeting include:

December 16

January 18

February 15
March 15

Present system deficiencies and results of the calibrated model of the
existing system, A map showing hydrant locations will be available.
Present recommended improvements with alternatives and planning
level costs
Prioritize improvements
Present final recommendations with schedule and costs.
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Agenda

YoungtownISun City Fire Flow Work Group
Meeting #3

December 16, 2004
2:00 - 4:00 p.m.

Town of Youngtown Clubhouse

2:00-2:15 Welcome, Introductions,
Review of 11/16/04 meeting summary

Marty Rozelle

2:15 - 2:30 Review Action Items from last meeting All

2:30 -3:15 Presentation of Model Results
how model was calibrated
existing system fire flow levels
preliminary look at deficiencies

Jennifer Hill
Brown & Caldwell

3:15 - 3:45 Overview of hydrant spacing Brian Biesemeyer
AAW

3:45 - 3:55 Opportunity for Observers to ask questions
or comment

3:55 - 4:00 Confirm topics, date and time for next meeting All
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Meeting Summary
YoungtownlSun city Fire Flow Work Group

December 16, 2004

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
2:00 - 3:30 p.m. on December 16, 2004, at the Youngtown Town Hall Clubhouse. The
purpose of this meeting was to review and discuss the results of the modeling of the existing
fire flow capacity for the Sun CityNoungtown District and the existing spacing of the fire
hydrants in the District.

Ben Roloff, Condominium Owners
Association
Mike White, City of Surprise Fire
Department

Members in Attendance
Raymond Dare, Sun City Taxpayers
Association
Owilie Druehl, Youngtown resident
Mark Fooks, Town Manager,
Youngtown
Jim Green, Sun City Community Fund
David Kafora, Baptist Village,
Youngtown
Jesse Mendez, Public Works Director,
Youngtown
Steve Morrow, Sun City Fire Dept,
Jim Sebert, Sun City Fire Dept.
Jim Wellman, Recreation Centers of
Sun City
Jeff Valder, Pulte Homes

AAW Team
Brian Biesemeyer, AAW
Don Breeding, AAW
Steve Uraine, AAW
Phyllis Windham, AAW
Ron Ablin, Brown & Caldwell
Jennifer Hill, Brown & Caldwell
Marty Rozelle, The Rozelle Group

Members not in Attendance
Grey Gooby, Sun City HOA

Others Present
Tom Christmas, El Mirage Fire Dept.
Don Coleman, Sun City resident
Howard Munding, Peoria Fire Marshall
Michael Vantrease, Daily News-Sun

The following acronyms may be used throughout this summary:

rpm
GIS
psi

gallons per minute
geographical information system
pounds per square inch

1. Review of action items from previous meeting

All work group members and guests introduced themselves. Representatives from the
Peoria and El Mirage Fire Departments were welcomed. Marty asked for any suggestions or
corrections to the draft meeting summary from the November 16th meeting. None were
offered, and the summary was accepted. Action items from the previous meetings have been
addressed. AAW and the Sun City Fire Department are working on a confidentiality
agreement to share digitized maps.

2. Presentation cf Model Results

Jennifer Hill explained that the fire flow capacity modeling results are compared to the
hydrant flow tests to calibrate the model. Calibration tells us many different things about the
water system including: if the pipe network is accurate, if pipe sizes are correct, and if the
"friction" factor (C factor) is correct. It also tells us if control valves are working. Twenty-nine
hydrants tests were originally conducted. Twenty locations matched the model satisfactorily.
Four flow tests in Youngtown and one in Sun City were repeated with pressure reducing
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valves open. Two additional flow tests in Coyote Lakes were performed. The overall system
is very strong. Multiple sources of water are at locations throughout the system. Adequate
pumping capacity with system redundancy and adequate storage also is found throughout
the system. Jennifer distributed a color-coded map of the District showing the model results.
Almost all of the area shows greater than 1,500 rpm, A few areas in Youngtown and the
northern most part of the District show 1,000 - 1,500 rpm. These areas are residential
where 1,000gpm is acceptable. An area just south of Grand Avenue and on the western
edge of the District is between 500 - 1,000. Jennifer will bring a larger map showing street
names to the next meeting.

3. Overview of Hydrant Spacing

Brian Biesemeyer presented a map showing the locations of all fire hydrants in the District.
Coverage is adequate in all areas north of Grand Avenue. There are a few areas in Phase 1
of Sun City south of Grand Avenue. Chief Jim Sebert said in new residential areas fire
hydrants should be 660 feet apart and 330 feet apart in commercial areas. An analysis of the
spacing will be completed for the next work group meeting. The Sun City Fire Department
will verify every hydrant location over the course of this project.

4. Date and Time for Next Meetings

The next meeting will be Tuesday, January 18 at 2 p.m. at the Sun City Fire Department
office, 17017 N. 99"' Avenue (northeast corner of Bell and 99"' Avenel). The first hour will be
spent watching a fire apparatus demonstration and looking at their GIS mapping program for
hydrant locations. During the second hour the modeled system with proposed improvements
and with future demands will be presented. Cost estimates for future improvements and a
rate impact analysis will also be discussed.

Note: Due to unforeseen circumstances, the January meeting will not be held at the
Fire Department. It will be held at the Youngtown Club House. This message came on
January 6, 2005

Future meeting dates are the third Tuesday of the month.

February 15
March 15

Prioritize improvements
Present final recommendations with schedule and costs.
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Agenda

YoungtownlSun City Fire Flow Work Group
Meeting #4

January 18, 2005
2:00 - 4:00 p.m.

Town of Youngtown Clubhouse

2100 -2:15 Welcome
Review of 12/16/04 meeting summary

Marty Rozelle

2:15 - 2:45 Presentation and discussion of specific
improvements to fire flow system and
general costs

Jennifer Hill
Brown 8~ Caldwell

2:45 - 3:15 Discusscriteriafor prioritizingimprovements All

3:15 .. 3:30 Opportunity for Observers to ask questions
or comment

3:30 3:45 Confirm topics, date and time for next meeting All
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Meeting Summary
YoungtownlSun City Fire Flow Work Group

January 18, 2005

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
2:00 -- 4:00 p,m, on January 18, 2005 at the Youngtown Town Hall Clubhouse. The purpose
of this meeting was to review and discuss specific improvements to the fire flow system and
the general cost of such improvements,

Members in Attendance Steve Morrow, Sun City Fire Dept.
Jeff Valder, Pulte Homes
Mike White, City of Surprise Fire
Department

Raymond Dare, Sun City Taxpayers
Association
Orville Druehl, Youngtown resident
Mark Fooks, Town Manager,
Youngtown
Grey Gooby, Sun City HOA
David Kafora, Baptist Village,
Youngtown
Jesse Mendez, Public Works Director,
Youngtown
Jim Sebert, Sun City Fire Dept.
Jim Wellman, Recreation Centers of
Sun City

AAW Team
Brian Biesemeyer, AAW
Phyllis Windham, AAW
Jennifer Hill, Brown & Caldwell
Marty Rozelle, The Rozelle Group
Steve Uraine, AAW

Members not in Attendance

Others Present
Tom Broderick, AAW
Don Coleman, Sun City resident
MichaelVa ntrease, Daily News-Sun

Jim Green, Sun City Community Fund

The following acronyms may be used throughout this summary:

CDBG
rpm
GIS
psi

Community Development Block Grant
gallons per minute
geographical information system
pounds per square inch

2. Review of action items from previous meeting

All work group members and guests introduced themselves. Marty asked for suggestions or
corrections to the draft meeting summary from the December 16th meeting. The word
"residential" was inserted in section 3, line 3 after the word new. The correction was made
and the summary was accepted. There were no outstanding action items. Ben Roloff is no
longer representing the Condominium Owners Association. Grey Gooby will represent both
the Condominium Owners and the Sun City HOA. Marty will contact the Sun City HOA for a
new representative.

3. Presentation of Specific Improvements

Jennifer Hill showed a map of the area, reviewed the available fire flow, and recommended
improvements by area. She discussed the expected fire flow with these improvements and
presented a summary of the costs. Most of the service area has flows greater than 1500
rpm. Much of Youngtown has flows between 1000 and 1500gpm. There is one area with
flow of less than 1000 rpm and two small areas with flows of 500 rpm or less. A few small
areas in the northernmost portion of the service area experience flows between 1000 and
1500 rpm. Recommended improvements include:
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A Cooperative Planning Process - Final Report
May 2005

s



10-inch pipe 8-inch pipe 6-inch pipe Fire hydrants
1,100 feet 2,000 feet 35,000 feet t32

Description Cost
Pressure reducing valve modifications $ 10,000
Youngtown Commercial 192,000$
Youngtown Neighborhood Commercial $ 60,000
Youngtown Residential 1.16 million$
Sun City Residential 1.08 million$
Total 2.5 millions

Modify pressure reducing valves at connections between Sun City and Youngtown
system in three locations. This is an "easy fix" and will greatly improve flows in
Youngtown.
install new six and ten-inch pipes in the Youngtown commercial area south of Grand
Avenue and install fire hydrants.
Replace existing two and four-inch pipes in Youngtown neighborhood commercial
area south of Alabama and 111"' Avenue and loop to existing six-inch fire line.
Replace two and four-inch pipes and add fire hydrants in the Youngtown residential
area.
Replace four-inch with six-inch pipes in the Sun City residential area along Cherry
Hills Drive and Pebble Beach Drive and install fire hydrants. Connect the six-inch
pipes in the mobile home park north of Union Hills Drive and replace the existing six-
inch connections to the system in Union Hills Drive with eight-inch connections. It
was noted that the mobile home park is in the City of Peoria,

The available fire flow after these improvements would be greater than 1000 rpm throughout
the service area and most of the area will be above 1500 rpm,

A total of 132 new fire hydrants would be installed: 79 new hydrants would be installed in
Youngtown, and 53 in Sun City. Jennifer said that she was sure the number of new hydrants
would increase, as her research is completed.

The preliminary recommended improvements are summarized below:

The preliminary estimated cost of the recommended improvements is $2.5 million.

Mark raised the question of whether or not the impact to the ratepayer might be offset by
money from the Community Development Block Grant (CDBG) program. The cities of
Peoria, Surprise, and Youngtown and Maricopa County would be eligible to apply for the
grant. Mark will talk to town's attorney and report at the next meeting.

4. Criteria for prioritizing improvements

The group made several suggestions for prioritizing the improvements. All agreed that the
modifications to the valves should be made immediately and that priority should be given to
residential over commercial. Chief Sebert said that he was more concerned about the
commercial areas, while Mark Fooks believed the residential should have priority. Most
agreed that the areas with less than 500 rpm should be addressed as soon as possible

Action Items and Next Meetings

Action: Mark will look into the possibility of using CDBG money to offset future rate impacts

Youngstown/Sun City District FireFlow Improvement Program
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The next meeting will be Tuesday, February 15 at 2 p.m. at the Sun City Fire Department
office, 17017 N, 99th Avenue (northeast corner of Bell and 99"' Avenue). During the first hour
the work group will prioritize the recommended improvements. A rate impact analysis will
also be discussed. The second hour will be spent watching a tire apparatus demonstration
and looking at the Department's GIS mapping program for hydrant locations.

March ts

Future meeting dates are the third Tuesday of the month.

Present final recommendations with schedule and costs.
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Agenda

YoungtownlSun City Fire Flow Work Group
Meeting #5

February 15, 2005
2:00 - 4:00 .m.

Sun City Fire Department - 99' Avenue and Bell Road

2:00-2:10 Welcome
Review of 01/18/05 meeting summary
Summary of previous Work Group Meetings

Marty Rozelle

2:10-2:30 Discussion with AZ Corporation
Commissioner William Mundell

All

2:30-3:00 Presentation of specific improvement
projects and schedule. Analysis of rate impacts

Jennifer Hill
Brown& Caldwell

3:00 - 4:00 Fire Department Demonstrations All
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Meeting Summary
YoungtownlSun City Fire Flow Work Group

February 15, 2005

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
2:00 - 4:00 p.m. on February 15, 2005 at the Sun City Fire Department. The purpose of this
meeting was to present specific improvement projects and implementation schedule. A
presentation about fire Department operations was also planned.

Members not in Attendance
John Daman, Pulte Homes

AAW Team
Brian Biesemeyer, AAW
Don Breeding, AAW
Tom Broderick, AAW
Steve Uraine, AAW
Phyllis Windham, AAW
Jennifer Hill, Brown 8¢ Caldwell
Marty Rozelle, The Rozelle Group

Members in Attendance
Raymond Dare, Sun City Taxpayers
Association
Orville Druehl, Youngtown resident
Mark Foods, Town Manager,
Youngtown
Grey Gooby, Condominium Owners
Association
Jim Green, Sun City Community Fund
Gene Jensen, Sun City HOA
David Kafora, Baptist Village,
Youngtown
Jesse Mendez, Public Works Director,
Youngtown
Steve Morrow, Sun City Fire Dept.
Jim Sebert, Sun City Fire Dept.
Jim Wellman, Recreation Centers of
Sun City
Mike White, City of Surprise Fire
Department

Others Present
Gerald Dolezal, Sun City Taxpayers
Association
Bill Mundell, Commissioner, ACC
Larry Ogelsby, Youngtown Councilman
Michael Vantrease, Daily News-Sun
Cecilia Chan, Sun Cities Independent

The following acronyms may be used throughout this summary:

CDBG
rpm
GIS
psi

Community Development Block Grant
gallons per minute
geographical information system
pounds per square inch

1. Review of action items from previous meeting

All work group members and guests introduced themselves. Marty asked for suggestions or
corrections to the draft meeting summary from the January 18, 2005 meeting, None were
offered, and the summary was accepted. Gene Jensen was introduced as the new
representative for the Sun City Homeowners Association. Grey Gooby, the former
representative, will now represent the Condominium Owners Association. Mark Fooks
reported that CDBG funds cannot be used for any of the fire flow infrastructure improvements
because the facilities are not owned by a public entity

Discussion with Az Corporation Commissioner William Mundell

Marty summarized the activities that the Fire Flow Work Group has completed since its
organization in October 2004. She reviewed the scope of the effort by Brown 8. Caldwell to
model the fire flow capacity in the service area and to use that information to develop the set
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Year Description Cost
Immediate Sun City and Youngtown pressure reducing/pressure

sustaining valve modifications
$ 10,000

Year 1 Youngtown neighborhood commercial - 111'" Avenue south of
Youngtown Avenue, Youngtown residential, fire hydrants in
Youngtown and Sun City installed on existing pipe

$ 580,960

Year 2 City of Peoria - Paradise Mobile Home Park, Sun City
residential, Youngtown - 6" piping and fire hydrants

$ 699,568

Year 3 06" piping and fire hydrants - Sun City and Youn town $ 702,934
Year 4 6" piping and fire hydrants - Sun City and Youngtown, piping

improvements - Youngtown commercial
$ 986,640

TotaI $3,080,102

of improvement projects and schedule. The priority of the projects met the criteria
established by the Wok Group.

Commissioner Mundell answered questions and said that he was excited about the results so
far and hopes this task force can be a model for other cities with similar challenges.

Presentation of Specific Improvements

Jennifer Hill presented specific fire flow improvement projects and their costs. The projects
would be implemented over four years. As summarized below, the total estimated cost is a
little more than $3 million or about $500,000 more than presented in January. The additional
cost is due mostly to the need for 70 more hydrants.

A detailed breakdown of these costs is shown in the attached table.

Brian Biesemeyer said the potential rate increase for these investments is estimated to be
62%, He emphasized that all rates are set by the Arizona Corporation Commission. The
next step is to submit the report of the Fire Flow Capacity Study and the Work Group's
contribution to the Corporation Commission. One way to possibly accelerate the start of the
Capital Improvement Plan would be for Arizona American to ask the Corporation Commission
to re-open the last rate case for Sun City and Youngtown,

The Work Group supported the proposed improvement projects and the schedule, though
several members emphasized the need for urgency to complete the projects sooner. Brian
said that the timetable was chosen to minimize disruption during construction and to ensure a
steady flow of funds. Jim Green suggested that the improvements be accompanied with a
public information and education program.

4. Fire Department Demonstrations

chief Morrow provided a brief presentation of the Sun city Fire Department operations. Work
group members enjoyed a display from the ladder truck showing the differences between 100
rpm and 800 rpm.

5. Next Meeting

Marty offered Work Group members the opportunity for AAW to present to their Boards or the
Town Council and to delay the next meeting by two weeks if that would provide them more
time for feedback. All members felt they were ready to move ahead. The final Work Group
meeting will be Tuesday, March 15 at the Youngtown Clubhouse.
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Agenda

YoungtownlSun City Fire Flow Work Group
Meeting #6

March 15, 2005
2:00 - 3:30 p.m.

Youngtown Clubhouse

2:00-2:10 Welcome
Review of 02/15/05 meeting summary
Summary of previousWork Group Meetings

Marty Rozelle

2:10-2:30 Discussion with AZ Corporation
Commissioners

All

2:30 - 3:00 Another look at improvements projects,
schedule, rate analysis
Outline for final report

Brian Biesemeyer

3:00 - 3:30 Role of Work Group in final proposal to ACC All
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Meeting Summary
YoungtownlSun City Fire Flow Work Group

March 15, 2005

1. Welcome, Introductions, Purpose

The Arizona American Water (AAW) Youngstown/Sun City Fire Flow Work Group met from
2:00 -4:00 p.m. on March 15, 2005 at the Youngtown Town Hall Clubhouse. The purpose of
this meeting was to review specific improvement projects, implementation schedule and
discuss the future role of the Work Group.

Members in Attendance Jim Sebert, Sun City Fire Dept.
mike White, City of Surprise Fire Dept.Raymond Dare, Sun City Taxpayers

Association
Orville Druehl, Youngtown resident
Mark Fooks, Town Manager,
Youngtown
Grey Gooby, Condominium Owners
Association
Jim Green, Sun City Community Fund
Gene Jensen, Sun City HOA •
David Kafora, Baptist Village,
Youngtown
Steve Morrow, Sun city Fire Dept.
Jim Wellman, Recreation Centers of
Sun City

AAW Team
Rob Antoniak, AAW
Brian Biesemeyer, AAW
Tom Broderick, AAW
Camilla Fernandez, AAW
Fred Schneider, AAW
Phyllis Windham, AAW
Jennifer Hill, Brown & Caldwell
Marty Rozelle, The Rozelle Group

Members not in Attendance

Others Present
Kris Mayes, Commissioner, ACC
Phil Dion, ACC
Michael Vantrease, Daily News~Sun
Cecilia Chan, Sun Cities IndependentJohn Daman_ Pulte Homes

Jesse Mendez, Public Works Director,
Youngtown

The following acronyms may be used throughout this summary:

ACC
AAW
CDBG
rpm
GIS
psi

Arizona Corporation Commission
Arizona American Water
Community Development Block Grant
gallons per minute
geographical information system
pounds per square inch

1. Welcome and review of action items from previous meeting

AH work group members and guests introduced themselves. Marty asked for suggestions or
corrections to the draft meeting summary from the February 15, 2005 meeting. None were
offered, and the summary was accepted. No action items were outstanding.

z. Discussion with AZ Corporation Commissioners

Marty summarized the work that the Fire Flow Work Group has completed since its
organization in October 2004. She reviewed the scope of the effort by Brown & Caldwell to
model the fire flow capacity in the service area and to use that information to develop a set of
improvement projects and schedule. The priority of the projects met the criteria established
by the Work Group.
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Commissioner Mayes answered questions and expressed appreciation to the group for their
time and effort. She recently toured the area with AAW staff and said she is now more aware
of the need to improve the system. The public's safety is critical and she was interested to
learn that the fatality rate by fire in Sun City is four times the national average. Phil Dion,
representing Commissioner Mark Spitzer, acknowledged the need to balance public safety
and reasonable rates. Both asked the group for their feedback on the process. Several
members said that they are now much more understanding of the need to improve the fire
flow capacity, and they appreciated the entire process, It has been very systematic and
focused, and they felt that their input is reflected in the recommendations.

Review of specific improvements and rate analysis

The specific fire flow improvement projects and their costs remained the same as presented
in the February meeting. Implementation would occur over four years. Brian Biesemeyer
explained that AAW is anticipating a $3.1 million investment. Between 2005 and 2010, this
level of investment is expected to cause rates to increase by 62%. The Arizona Corporation
Commission must approve rate increases before they can take effect. AAW is considering
asking the ACC to re-open the last rate case for purposes of public safety. If approved, AAW
would begin implementing the plan one year at a time with small rate increases or surcharges
each year. For example, in the first three years the increase would be 1.4% .each year. In
the fourth year, the increase would be 2%.

This cost recovery process is relatively new, The ACC is currently addressing a similar public
safety issue in which private water providers are striving to meet new federal mandates for
the reduction of arsenic levels in drinking water. while AAW stands behind the community in
this Four-Year PLAN, they must receive pre~approval and acknowledgement of rates from the
ACC for the proposed investment. Otherwise, AAW is not obligated to complete the
improvements.

Brian emphasized that AAW is committed to keeping all of their customers informed.
introduced Rob Antoniak, the new Community Relations manager for AAW.

He

Marty asked the Work Group members for comments or concerns. All of the individual
members support the Four-Year PLAN. The Recreational Centers of Sun City Board of
Directors wants more information to explain the benefit to Sun City, Another member
suggested that a survey of Sun City residents, coupled with a good information program, may
be needed.

4. Next Steps

A report describing the process for the Work Group and the technical studies is due to the
ACC by April 30, 2005. Marty presented a draft Executive Summary of the report and asked
if members would feel comfortable signing in their role of Work Group member. Most said
they would do so. A change in wording was suggested to clarify that while Work Group
members have represented the interests of their organization, some can not speak formally
for the organization, Marty will send a revised draft out to members for their comments.
Brian thanked everyone for their time and commitment and promised to keep them informed
as the process moves ahead.
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EXECUTIVE SUMMARY

In his  rebutta l te s timony Bradley J . Cole  te s tifie s  a s  follows:

RUCO witness Ms. Diaz Cortez is incorrect that 12-inch mains are required to provide 1,500
rpm at 20 psi beacuse many areas served by Arizona-American have mains smaller than 12
inches and provide flows at or above 1,500 rpm at 20 psi.

Arizona-American only recommended 1,500 rpm fire flow for multi-family and commercial
developments. In the areas where Arizona-American proposed 1,500 rpm fire flow, Arizona-
American does not recommend the installation of any 12-inch mains as part of the Sun City
Water Fire Flow Improvement Project ("Fire Flow Project"). The Fire Flow Study recommends
that 93.2% of the main replacements (44,l30 linear feet) identified in the Fire Flow Study be
unsized to six-inch (41 ,130 linear feet), 4.4% be unsized to 8-inch (1 ,950 linear feet) and 2.4%
be unsized to 10-inch (1 ,050 linear feet). Ms. Diaz Cortez's discussion about the Cost of
upgrading to 12-inch mains should be disregarded.

Ms. Diaz Cortez's is also incorrect that certain sections of Youngtown are experiencing pressures
of less than 20 psi. All areas of Youngtown served by Arizona-American have pressures of at
least 20 psi, in accordance with Commission regulations. Recent tests have confirmed this
statement.

Arizona-American has one disagreement with the Staff Engineering Report. Staff recommended
reducing the estimated fire hydrant replacement cost from $5,000 per unit to $3,000 per unit.
Staff based the cost estimate on "the Main Extension Agreement projects submitted by Arizona-
American in 2007...." This is inappropriate because these hydrants are typically installed before
streets and sidewalks are paved, and landscaping is installed. By contrast, the Fire Flow Project
will require replacement of hydrants located in developed areas, with paved streets, sidewalks,
and mature landscaping. Arizona-American will incur restoration expenses for the repair,
replacement or restoration of streets, sidewalks, and landscaping that must be disrupted during
the hydrant-installation process. This accounts for the additional $2000/meter replacement cost.

l
2
3
4
5
6
7
8
9

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Sta ff a lso recommends some additiona l wa te r-loss  reporting requirements . The  Company
believes  tha t most of these  requirements  a re  a lready provided in the  Company's  required annua l
report and is  willing to revise  its  annua l report to incorpora te  S ta ffs  recommenda tions .

Arizona-American's 2006 water-loss percentage for Sun City Water was below the 10 percent
threshold recommended by Staff

4
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l INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Bradley J. Cole. My business address is 15626 N. Del Webb Boulevard, Sun

City, Arizona, 85351 , and my business phone is 623-815-3136.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?6

7

8

9

A. I am employed by Arizona-American Water Company ("Arizona~American") and I am

the Director of Operations for Central Arizona, which includes the Sun City, Sun City

West and Agua Fria Districts.

Q- WHAT ARE YOUR RESPONSIBILITIES AS THE DIRECTOR OF

OPERATIONS?

10

13

A. I am responsible for water treatment, wastewater treatment, customer service, water

distribution, and wastewater collection operations.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

A. I received a Master of Science in Business Administration from California Lutheran

University in 2002. I received my Bachelor of Science in Business Administration from

the University of La Verne in 1998, Ihavealso completed various water-related

14

15

16

17

18.

19

20

technical courses that include water treatment, wastewater treatment, water distribution

system operations and maintenance, water quality protection and cross-connection

control, and water and wastewater management.

21

22

23

24

I am also an Arizona Department of Environmental Quality ("ADEQ") Grade III Water

Distribution System Operator and a GradeIIWater Treatment Plant Operator (#229l 6). I

hold similar certifications in California with the California Department of Health

Services (#6l03 and #l6907, respectively).

1 1 -

A.
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1

2

Q~

A l have been employed by Arizona-American for approximately three years and in my

present capacity as the Director of Operations for Central Arizona for the past four

months. As the Director of Operations, I oversee and manage Arizona-American's water

and wastewater services in the Sun city, Sun City West, and Agua Fria districts. Prior to

becoming the Director of Operations, I was employed as the General Manager of

Arizona-American's Eastern Operations for a period of two years, and my responsibilities

included overseeing the water and wastewater operations in the communities of Tubac,

Paradise Valley, Anthem, Bullhead City, and Lake Havasu. Prior to becoming the

General Manager of Arizona-Arnerican's Eastern Division, I held the role of Arizona

P LEAS E DES CRIBE YOUR P ROFES S IONAL EXP ERIENCE

6

7

8

9

10

Production Manager overseeing Arizona-

plants in the communities of Sun City, Paradise Valley, and Anthem.

American's water and wastewater treatment

13

14

15

16

17

18

19

20

21

Prior to my employment with Arizona-American Water, I was employed for nearly 16

years by California-American Water CompaNy ("California-American"). Like Arizona-

American, California-American is a subsidiary of American Water Works Company.

Before being promoted and transferred to the Arizona-American operations as the

Production Manager, I held the position of Operations Manager in California-American's

Ventura County operations located in the City of Thousand Oaks for almost three years.

Before that, I held the position of Operations Supervisor for nearly four years and the

remainder of my prior experience with California-American included the positions of

Laborer, Utility Worker, and Distribution Clerk.

Q- DO  YO U HAVE  ANY O THE R P RO FE S S IO NAL AFFILIATIO NS ?22

23

24

A. Yes. I am an active member of the American Water Works Association (#424352) and a

member of the Arizona Water and Pollution Control Association (#5776).
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Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY

UTILITY COMMISSION?

Yes. I sponsored testimony and testified in Arizona~American's Anthem/Agua Fria

water and wastewater rate case (Docket No. WS-01303A-06-0405) and Arizona-

American's Mohave Water and Wastewater rate cases (Docket No. WS-01303A-06~

0014).

II7

8

9

Q-

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedes my direct testimony.

III10

1 3

Q.

FIRE FLOW

DID YOU REVIEW THE DIRECT TESTIMONY OF RUCO'S WITNESS MARY

LEE DIAZ CORTEZ?

Yes.

14

15

16

17

18

19

Q- DO YOU DISAGREE WITH ANY ITEMS IN Ms. DIAZ CORTEZ'S

TESTIMONY CONCERNING THE FIRE FLOW IMPROVEMENT PROJECT?

Shave two disagreements with Ms. Diaz Cortez. First, she is incorrect that 12-inch mains

are required to provide 1,500 rpm at 20 psi. This maces her entire discussion concerning

the cost of 12-inch mains irrelevant. Second, her statement that certain sections of

Youngtown are experiencing pressures of less than 20 psi is also incorrect.

20

21

22

23

24

Q- WHY IS Ms. DIAZ CORTEZ'S ENGINEERING OPINION THAT 12-INCH

MAINS ARE NEEDED TO GENERATE 1,500 GPM AT 20 PSI IRRELEVANT IN

THIS CASE?

Ms. Diaz Cortez's opinion is irrelevant for two reasons, First, Arizona-American only

recommended 1,500 rpm fire flow for multi-family and commercial developments,

A.

A.

A.

A.

A.
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5

6

7

8

9

10

Second, even in the areas where Arizona-American proposed 1,500 rpm fire flow,

Arizona-American does not recommend installation of any l2-inch mains as part of the

Sun City Water Fire Flow Improvement Project ("Fire Flow Project"). Arizona-

American's recommendation can be found on pages 12 and 17 of the Sun City Water

District Fire Flow Study ("Fire Flow Study"). To achieve the recommended fire flow,

the Fire Flow Study recommends that 93.2% of the main replacements (44,133 linear

feet) identified in the Fire Flow Sandy be unsized to six-inch (41 ,133 linear feet), 4.4% be

unsized to 8-inch (1 ,950 linear feet) and 2.4% be unsized to 10-inch (1,050 linear feet).

Since no 12-inch main upsizing is recommended by Arizona-American, Ms. Diaz

Cortez's discussion about the necessity of upgrading to 12-inch mains should be

disregarded.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q- WHY IS Ms. DIAZ CORTEZ'S ENGINEERING OPINION THAT 12-INCH

MAINS ARE NEEDED TO GENERATE 1,500 GPM AT 20 PSI INCORRECT IN

THIS CASE?

Because many areas served by Arizona-American have mains smaller than 12 inches and

provide flows at or above 1,500 rpm at 20 psi. Ms. Diaz Cortez attempts to justify her

engineering opinion by citing a table entitled "Required Flow and Openings to Flush

Pipelines (40-psi Residual Pressure in Water main)"'. Unfortunately, the table relied

upon by Ms. Diaz Cortez does not support her opinion because the table represents a field

guide to determine flow required to achieve 2.5 feet per second in water mains with a

certain number of specifically sized openings. This table is typically used to determine

the minimum velocity (2.5 feet per second) at which to flush mains of sediment in a

main flushing program. The table should not be relied upon to design fire flow because

one can achieve 1,000 rpm or even 1,500 rpm with 6 or 8-inch mains by increasing the

flow velocity.

I BJ C-R4.

in

he
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1 Q WHY DO YOU DISAGREE WITH Ms. DIAZ CORTEZ'S CLAIM THAT

CERTAIN SECTIONS OF YOUNGTOWN ARE EXPERIENCING PRESSURES

OF LESS THAN 20 PSI?

All areas of Youngtown served by Arizona-American have pressures of at least 20 psi, in

accordance with Commission regulations. Page ll, table 3 of the Fire Flow Study, in fact

shows that all fire hydrants in the Sun City District have static pressures (lowest test

location at 78 psi) well above the required minimums. Furthermore, Arizona-American

also conducted a series of flow-study tests in 2004 and the results show that all areas

within Arizona-American's Sun City district have residual flow pressures of no less than

48 psi (Youngstown no less than 62 psi ). These test results are available under tab C of

the Fire Flow Study. On October 24, 2007, Arizona-American conducted a series of four

pressure tests in the Youngtown area served by Arizona-American. These pressure tests

indicated static pressures at 60 psi or greater. The results of the 2007 tests are attached to

my testimony as Exhibit BJC- l

1 5 Q- DID YOU REVIEW THE ENGINEERING REPORT OF STAFF UTILITIES

ENGINEER. DOROTHY HAINS?

Yes. My predecessor Brian Biesemeyer a lso spoke  with Ms. Ha ins  on a  number of

occasions  while  she  was  preparing the  S ta ff Engineer's  Report (the  "Sta ff Engineering

Report") and accompanied he r doling he r tour of the  Sun City Wate r facilitie s

20 Q. ARE THERE ANY ITEMS IN THE ENGINEERING REPORT WITH WHICH

YOU DISAGREE?

I have one disagreement with the Staff Engineering Report. On page 9, table 9 of the

Staff Engineering Report, Staff recommended reducing the estimated fire hydrant

replacement cost from $5,000 per unit to $3,000 per unit. I disagree with this lower

project cost estimate. Although Staffs estimated cost does not per Se establish a cost



Docket No. W-01303A-07-0209
Arizona-American Water Company
Rebuttal Testimony of Bradley J. Cole
Page 6 of 8

ceiling, it is important for Arizona-American to provide an accurate project cost estimate

to the Commission and our customers. Arizona-American's estimate of $5,000 per unit is

the accurate project cost estimate

4 Q WHY IS STAFF ENGINEER'S ESTIMATED FIRE HYDRANT REPLACEMENT

COST INACCURATE?

Staff asserts that the per»unit cost of a hydrant replacement in Sun City/Youngtown

should be $3,000 instead of the $5,000 estimate provided in the Brown & Caldwell

Report. Staff based the cost estimate on "the Main Extension Agreement projects

submitted by Arizona-American in 2007 This is inappropriate because hydrants

being installed pursuant to one of Arizona-American's main extension agreements are

generally located in undeveloped areas. The hydrants are typically installed before

streets and sidewalks are paved, and landscaping is installed. By contrast, the Fire Flow

Project will require replacement of hydrants located in developedareas,with paved

streets, sidewalks, arid mature landscaping. Arizona-American will incur restoration

expenses for the repair, replacement or restoration of streets, sidewalks, and landscaping

that must be disrupted during the hydrant-installation process. This accounts for the

additional $2000/meter replacement cost

18

19

Q- DO YOU HAVE ANY ADDITIONAL EVIDENCE THAT SHOWS ARIZONA

AMERICAN'S COST ESTIMATE BETTER REFLECTS THE ACTUAL COST?

Yes. I have  a ttached Exhibit BJC-2 to show tha t an actua l main replacement cost in a

developed neighborhood

22

23

IV

Q.

NON-ACCOUNT WATER

ARE THERE ANY OTHER STAFF RECOMMENDATIONS YOU WISH TO

COMMENT ON?

Yes. On page 5 of the Staff Engineering Report, Staff recommends
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5

6

7

8

9

10

If the water loss at any time before the next rate case is greater than 10

percent, the Company shall come up with a plan to reduce water loss to

less than 10 percent, or prepare a report containing a detailed analysis and

explanation demonstrating why a water loss reduction to 10 percent or less

is not feasible or cost effective. Staff further recommends the Company

docket such a report Mth the Commission's Docket Control in this same

docket

Arizona-American does not object to StatT Engineer's recommendation that the Sun City

Water System should have water loss of 10% or less, or the associated reporting

requirements. However, some of the recommended water-loss reporting requirements

duplicate information already submitted by Arizona-American in its annual report.

Q. WHAT KINDS OF WATER LOSS DATA ARE INCLUDED IN THE ANNUAL

REPORT FILEDBY ARIZONA-AMERICAN?

12

13

14

15

16

17

A. Arizona-American is required by statute and by Commission rules to file an annual report

containing all its operating districts' water use data by month for a calendar year. The

report includes number of customers, gallons sold, and gallons pumped/treated. Exhibit

BJC - 3 shows Sun City's 2006 calendar-year water-use data.

Q_ WHAT IS  THE WATER LOS S  RATE FOR S UN CITY WATER IN 2006?18

19

2 0

A. In Arizona-American's pending Anthem Water rate case, Arizona-American proposed,

and Staff accepted, the following water loss formula:

21 Water Loss = [Water Produced - Water Sold - Non-revenue authorized use] / Production

22

2 3

2 4

25

2 6

During the calendar year 2006, the Sun City Water district produced 5.38 million gallons

of water. During the same period, the district sold 4.84 million gallons of water, 89.96%

of the water produced. Unfortunately, I could not calculate the water loss for 2006

because Arizona-American did not track water used for non-revenue authorized water

such as water use relating to flushing mains, testing meters, draining storage tanks,

h
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1

2

3

4

5

6

company office use and fire hydrant maintenance. Arizona-American started tracing

Sun city Water's non-revenue water loss shortly after I became the Director of

Operations, overseeing Sun City Water District's operation. However, I am confident

that the Sun City Water Distnlet's water loss for calendar year 2006 is below 10%,

because, even without including the non-revenue authorized use adjustment, the Sun City

Water District's water loss is only 0.04% above the 10% threshold.

Q- HOW DOES ARIZONA-AMERICAN PROPOSE TO MODIFY THE ANNUAL

REPORT TO INCORPORATE WATER LOSS DATA RECOMMENDED BY

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

A.

STAFF ENGINEER?

Arizona-American will revise its annual report to incorporate Staff' recommendation. In

addition to water sold and water pumped, Arizona-American will add one column

reflecting the amount of non-revenue authorized water use and another column reflecting

water loss percentage using the water loss formula. If the water loss for Sun City Water

District in any given calendar year exceeds 10%, Arizona-American will file a report in

this docket explaining why the water loss rate exceeds 10% and, if necessary, provide a

mitigation plan aimed at reducing the annual water loss rate to 10% or less.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?

Ye s .

4
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Date Time Location cl Static PSI

Arizona American Water Company
Sun City Water
Exhibit BJC-1

2007 YOUNGTOWN PRESSURE TEST RESULTS

t 0/24/2007
10/24/2007
10/24/2007
10/24/2007

12231 PM
12:17 PM
12:37 PM
12:48 PM

12005 n. 112th Dr.
11129 W. Miehigan Ave.
11332 W. Greer Dr.
11117 w. Oregon Ave.

Youngtown
Youngtown
Youngtown
Youngtown

80
60
85
87

h
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Wheeler Construction. Inc
p,o. Box 5277

Phoenix. Arizona as010-5277
(602) 254-3179

m volce N 07-1217

8/21 /2007
ii Arizona American Water Company 19

Attention Steve Ursine

P.O. Box 5513

REVISIONDATE

Cherry Him NJ

438304vs
WORK ORDER 8

Sun City Pipe Repairs & Maintenance T & M FIELD CMANGE OROER s

Digging to find size of Fire Hydrant $1.280,00

Replace 6 Ft, Fire Hydrant $3,655.00

Suhtotai

Tax Rate Sola Tax

$4.935.DD

$320.78

Toil! Invoice $5,255.78

insurance H8598

Amount Duo Wk Invoice $5,255.78 x

3

r
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Wheeler Construction, Inc.
1310 N.24th street

Phoenix, Arizona 85008
Phone 602-254»3179 FIX 8D2~254~1293

CONDITIONAL WAIVER AND RELEASE ONPROGRESS PAYMENT
(Pursuant to A,R.s. 341005) I

1
1
I
I»
I

I

Project:
Job No:

Sun City Pipe Rapairs & Maintenance
85983

»

On receipt by the undersigned of a check from Arizona Amerlcan Water Company the sum of
"*$5,255.78*"payable to .Wheeler Construction, Inc. and ' when the check has been properly
endorsed and has been paid by the bank on which it is drawn, this document becomes efliecthfe tog ,
release any Mechanic's Lien, any state or federal statutory bond right, any private bond right, any ,
claim for payment and any .rights under any .similar ordinance, rule or statue related to calm or .
payment rights for personsin the undersigned's position that the undersigned has on the job of
Arizona American Water Company locatedat Sun City Pipe Repairs tithe following emdent the
release covers a progress payment for all labor and materials through 8121107 only and does not
cover any retention, pending modilieations and changes or items furnished after that dd8; ,

Before any recipient of this document relies on it, that person should verify evidence of payment
to the undersigned.

The undersigned warrants that he either has alreadypaid or will use the monies he receives from
this progress payment to promptly pay in full all of his laborers, subcontractors, materialmen and
suppliers for all work, materials, equipment or services provided for or to the. above referenced
project up to the date of this waiver.The following invoices and .pay applications.are.included. in the
above referenced amount: Invoice #07-1217 .

I
•

U

»>
In

August 23, 2007 WHEELER CONSTRUCTION, INC. i
8

t
By:

Judy L Eldridge, CFOlTreasurer

u
_-
-1-

s • .\"'

Date:

'In
s -1 _

T l
• \ • I . .x': *¢ ¢pvrlrf 1 1

- .¢.-..4..»::»-..l4» .1
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COMPANY NAME Arizona Americans Wow' Company - Sun City

JANUARY 23,054 4ao,s52 481 ,734
FEBRUARY 23,073 280,518 327,447
MARCH 23,077 362,332 387,477
APRIL 23,056 289,466 333,383
MAY 23,052 377,338 516,505
JUNE 23,053 481,586 638,534
JULY 23,058 481.071 537,102
AUGUST zs,059 523,221 482,820
SEPTEMBER 23,052 477,364 470,313
OCTOBER 23,056 319,168 401 ,433
NOVEMBER 23,057 424,471 500,094
DECEMBER 23,041 s e1,8a e a04,e88

J

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006

TOTALS : 4,839,019 5,381 ,530

2

Is the Water Utility located in an ADWR Active Management Area (¢1M°\)?

(x)yes' ( )No

Does the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement?

(X)yes ( )No .

If vs. provide the GPCPD amount 255'

What is the level of arsenic for each well on your system. mi l l
(If more than one wen, please list each separately) (SEE ATTACHED)

Note: If you are Nllng for more than one system. please provide separate data sheets for each system.

*Estimate

Page11~s\mcl1y
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RESIDENTIAL UTILITY CONSUMER oFFicE

1.110 WEST WASHINGTON STREET c SUITE 220 \ PHOENIX, ARIZONM 85007 • (602) S64-4835 I FAX: (602)384-4846

.ra-~=n4=n°l=n°
Governor

Nowanber 28, 2007 WE ELECTRONIC MOL
ORlGlN4°\L vim US MML

Paul u
Associate Counsel
Arizona-Amaican wma: Company
19820 n. 7" SU¢¢'1. Suite 201
Phoenix, Arizona 85024

Re: I-1lrizona»Amelican Water Company's First Data Requesito the Residential Utility
Consumer Office ('RUCO') Acc Dodef NO. W-01803A-07-0209

Dear Mr. Li:

Enclosed is the Residential Utility Consumer Oflice's ("RUCO') revised response
to Arizona-American Water Company's First Delta Request in the above-reiierenced
docket.

If youhaveanyqnesiions,pleaseteelfleetocontactme.

smoerety.

Daniel w. PGMBFSKY
Attomety

S\apl1e1n Aheam
nieaor

DWp:e9

EMI.

(

I (
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ARIZONA-AMERICAN WATER COMPANY SUN CITY WATER
DOCKET no. W-01303A~07-0209

RUCO'S REVISED RESPONSE TO
ARIZONA-AMERICAN WATER COMPANY 'S

FIRSTSET OF DATA REQUESTS

1.1 On page 3, lines 15 to 18 of RUCO witness Marylee Diaz Cortez's
testimony, Ms. Diaz Cortez asserts that 'water system would have to over-
size to at least 12-inch mains to generate [1 ,sao rpm] of fire flow." Please
provide the basis for RUCO's assertion that only main size 12-inch or
larger can generate flow of 1,500 rpm, Please also identify any fire flow
improving proposal recommending replacement of existing mains with 12-
inch or larger mains.

Response: Marylee Diaz Cortez

See Attachment 1.1. The Cost Summary of The Four Year Plan attached
to the April 2, 2007 testimony of Brian K. Biesemeyer shows no 12-inch
replacement mains.



ARIZONA-AMERICANWATER COMPANY .- SUN CITY WATER
DOCKET no. W-01303A-07-0209

RUCO'S REVISEDRESPONSE TO
ARIZONA-AMERICAN WATER COMPANY 'S

FIRST SET OF DATA REQUESTS

1.2 On page 9, line 7 to 13 of RUCO witness Marylee Diaz Cortez's testimony
she recommends "the Company immediately begin work on getting
pressure UP to the ACC required 20 psi for all sections of Youngtown
Please identify specific parts of Youngtown that are experiencing fire flow
pressure below the required 20psi

Response: Marylee Diaz Cortez

RUCO does not have this information



Pipe Diameter
in.

Flow ReqWred
to Produce

2.5 fps (approx. )
velocity in Main

rpm

21

Size of Tap
in.
11/z Number of 2 '/2-in.

Hydrant Outlets ''Number al Taps on Piper

4
s
8

10
12
16

100
200
too
500
900

1s0o

1
-

-

un-

1
2
3

1
2
2
4

1
1

1

1
2

2

•

b

ATtACHMENT AAW 1 .1

BASIC SCIENCE CONCEPTS & APPLICATiONS

4

PIPE INSTALLATION 8- MAINTENANCe 55

Table 1-10. Bequyred Flow and Openings to Fhuda Pipelines (40-pd Residual
Pressure In Water !88in)*

'With a40-psl pressure In the main who the hydrant llowlng to atmosphere. a 2VHn. hydrant outlet will
discharge approximately1000 rpm Ana I4"lrin. hydrunl node will dlsdlarge approximately2560 rpm.
tNumbef d taps on Plp¢ based on no significant length of dlsdmarge piping. A10-11 length of galvanized
iron (GI) piping will reduce How by approximately onemind:

4:

\»

an



IN THE MATTER OF THE APPLICATION OF
ARIZONA~AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS SUN CITY
WATER DISTRICT

EXHIBIT

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

DOCKET no. W-01303A-07-

DIRECT TESTIMONY
OF

JOEL M. REIKER
ON BEHALFQF

ARIZONA AMERICAN WATER COMPANY
APRIL 2, 2007

h
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TAB LE  O F CO NTE NTS

9 EXECUTIVE S UMMARY

INTRO DUCTIO N

1 3

1 4

111.

RATE BASE

Rate Base Adjustments

INCOME STATEMENT

A,
B.
c.

Test Year Revenues
Revenue Adjustments
ExpenseAdjustments

RATE DESIGN17

18

Iv.
Cost ofService Study and Proposed Rate Design

COST OF CAPITAL

A.
B.
c .

Capital Structure
Cost of Debt
Recur On Equity

E XHIB ITS

Cost of Service Study

S CHEDULES

24
25
26
27
28
29
30
31

Cos t of Equity Ana lys is

A.

A.

J MR-I .- J MR-25



DOCKET no. W-0]303A-07-
Arizona-American Water Company
Direct Testimony of Joel M. Raker

Page iii

EXECUTIVE SUMMARYl

2

3

4

5

6

7

8
9

1 0

| In his direct testimony, Company witness Joel M. Raker testifies as follows:

Arizona-American's original cost rate base ("OCRB") was calculated by establishing the balance
of utility plant in service ("UPlS") at the end of the test year, December 2006, per the
Company's books. These balances include amounts related to portions of the Company's
Arizona, Central, and Easter corporate offices. Typical rate base deductions (accumulated
depreciation, advances, etc.) and additions (working capital, etc.) were then calculated to arrive
at the actual end-of-test-year rate base. Finally, the Company made Rate Base Adjustments
JMR-I through JMR-4, which reduce net plant by $321,93 Ito the actual end-of-test-year rate
base to arrive at the adjusted end-of-test-year rate base of $25,961 ,898.

Total billed revenues at present rates for the test year were $7,583,627.65, compared to total per-
book adjusted revenues of $7,578,436.37. The unreconciled difference of $5,191 amounts to
0.0685% of per-book adjusted revenues.

Income statement adjustment JMR-I adjusts booked revenues to reflect the 365 billing-days
from December 30th, 2005 to December 29th, 2006. Income statement adjustment JMR-2
adjusts booked revenues to remove any net unbilled (accrued) revenues remaining on the
Company's books at the end of the test year. Income statement adjustment JMR-3 adjusts
booked revenues to correct a number of billing errors in which Sun City customers were billed
on the iNcorrect rate schedule. Income statement adjustment JMR-4 adjusts booked revenues to
remove any customer billing credits and goodwill adjustments.

Mr. Reiker then sponsors income statement adjustment JMR-7, to normalize income taxes,
adjustment JMR-8, to synchronize interest expense with rate base, adjustment JMR-9, to
normalize property taxes, adjustment JMR-10, to normalize depreciation expense, and
adjustment JMR-l4, to adjust chemicals expense to reflect 12 months of the 2006 contract rate
for chemicals.

13
14
15
16
17
'8
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

Arizona-American did not prepare a test year cost of service study for this case, and asks to have
the requirement for such a study waived. Arizona-American is not proposing any changes to the
current three-tier inverted-block rate design with residential break-over points at 4,000 gallons
and 18,000 gallons. This rate design was proposed by Staff and adopted by the Commission in
Decision 67093, and implemented in July 2004. The Company's proposed rate design in this
case holds those break-over points constant, and maintains the existing base-to-volume, customer
class, and usage level revenue generation ratios.

h



DOCKET NO. w-01303A-07
Arizona -American Wate r Company
Dire ct Te s timony of Joe l M. Ra ke r

Page iv

1

2

3

The Company's proposed capital structure consists of 57.60 percent debt and 42.40 percent
equity. This is the ratemaking capital structure expected to exist after the Company's $25
million September-2014 series note is called later this year

5 Arizona-American proposes a 5.56 percent cost of debt, which reflects the weighted average cost
of Arizona-American's notes and bonds as of December 2006, adjusted to reflect retirement of
the Company's $25 million September-2014 series note, and the issuance of a new $10 million
note and an additional $6.45 million in long-term debt at an expected effective cost of 5.84
percent

6
7
8
9

10
11
12
13
14

Based on the capital structure proposed in its application, the appropriate return on equity for
Arizona-American is l l.3%. This is based on the application of both the single-stage and multi
stage discounted cash flow models, and the Capital Asset Pricing Model
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DOCKET no. W-01303A-07-
Arizona-American Water Company
Direct Testimony of Joel M. Reiker
Page I of 35

1.

Q -

INTRODUCTION

EASE STATE YOUR NAME. OCCUPATION. AND BUSINESS ADDRESS

1

2

3

4

A.

5

6

My n'a;neis Joel M. Reiker. I am a Senior Regulatory Analyst employed by American

Water Works Service Company ("American Water") in its Western Region. My business

address is l 9`820 North 7'" Street, Suite 201 , Phoenix,Arizona85024-1694. My

telephone numbers (623)445-2490

7

8

9

1 0

Q. BRIEFLY DESCRIBE YOUR RESPONSIBILITIES WITH AMERICAN WATER

In my capacity as Senior Regulatory Analyst with American Water, I am responsible for

the preparation of rate cases other regulatory filings for our Western Region

subsidiaries. Our Wester Regio1i\subsidiaries include Arizona-American Water

Company ("Arizona-American" or many"), California-American WaterCompany

Hawaii-American Water Company, Newlmexico-American Water Company, and Texas

American Water Company

14 IQ. PLEASE DESCRIBE YOUR EDUCATIQNAIJBACKGROUND AND

PROFESSIONAL EXPERIENCE

16 IA. In 1998, I graduated cum laude from the Arizona State University School of

Management, receiving a Bachelor of Science degree in globaI\business with a

specialization in financial management. My course of studies included classes in

corporate and international finance, investments, accounting, statisticS;\and economics

From 1999 to 2005, I was employed by the Arizona Corporation Commission

("Commission") as a Staff Rate Analyst in the Utilities Division. While at th

Commission, I provided recommendations regarding rate of return, mergers and

acquisitions, divestitures, and financings, and I occasionally acted as an arbitrator in

A.

Vu
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l

2

3

4

5

6

7

disputes brought before the Utilities Division. I have attended various educational

programs and classes on public utility and regulatory issues, including the National

AsSociation of Regulatory Utility Commissioners and the Institute of Public Utilities

Regulatory Studies program at Michigan State University. l am a member of the Society

of Utility aha Regulatory Financial Analysts, and I am a Certified Rate of Return

Analyst. I havé\participated and testified in numerous regulatory proceedings. Appendix

A contains a listing\Qf my regulatory experience

8

9

10

13

Q. WHAT IS  THE S COP FXOF YO UR  TE S TIMUNY IN THIS  CAS E?

I address several issues and specific adjustments in this general rate case application for

Arizona-American's Sun City Er District ("Sun City"), including the rate base and

associated adjustments, adjustments tqvarious test year expenses, and Arizona

American's cost of capital. I also sponso\the Company's H~schedules and proposed rate

design

14 11. RATE BASE

HOW DID THE COMP ANY ARRIVE AT ITS  TEST YEAR ORIGINAL COST

RATE BASE SHOWN ON SCHEDULE B-l. LINE 24

15

16

17

18

19

2 0

A. The original cost rate base ("OCRB") was calculated by establklring the balance of utility

plant in service ("UPIS") at the end of the test year, December 20018 per the Company's

books. These balances include amounts related to portions of the Company's Arizona

Central, and Eastern corporate offices

2 1

22

73

Typical rate base deductions (accumulated depreciation, advances, etc.) and additions

(working capital, etc.) were then calculated to arrive at the actual end-of-test-year rel

base shown in column [A], line 28 of Schedule B-2, page l. Finally, the Company made
x

A.

4
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Arizona-American Water Company
Direct Testimony of Joel M. Reiker
Page 3 of 35

I

2

various pro-forma adjustments to the actual end-of-test-year rate base to an'ive at the

adjusted end-of-test-year rate base of $25,961 ,898.

3

4 Q»

5

6

7

8

9

10

A.

A. Rate Base Adjustments

WHAT ARE RATE BASE ADJUSTMENTS JMR-1 THROUGH JMR-4 SHOWN

ON SCHEDULEB-2?

Rate Base Adjustments JMR-l through JMR-4 adjust the December 2006 balance of

UPIS and accumulated depreciation to reflect the most recently approved amounts for

Sun City and the Arizona, Central, and Eastern corporate offices. The reconciliation of

these balances builds from the December 2001 amounts approved for Sun City and the

Eastern corporate office in Decision 670932 and the December 2004 amounts approved

for the Arizona and Central corporate offices in Decision 68858. In total, rate base

adjustments JMR-I through JMR-4 reduce net plant by $32 I ,93 l .

III.
rtA ow5IJv

Q.

13

14

15

16

17

18

19

20

2]

22

A.

INCOME STATEMENT

A. Test Year Revenues

DID THE COMPANY VERIFY AND PROVE THE TEST YEAR REVENUES?

Yes. Schedule H-5 lists the number of bills by thousand-gallon block and the cumulative

consumption by rate block for each rate schedule. The number of prorated bills (bills

issued for periods shorter than 25 days and longer than 35 days) and related cumulative

consumption per rate block for each rate schedule is reported at the bottom of Schedule

H-5, It is necessary to report prorated bills and their cumulative consumption per rate

block separately, rather than including them in the bill count because the break-over

points for each rate block will vary depending upon the service period for each bill. To

1 The Easter corporate business unit did not exist in December 2001. Therefore, the implied approved balances of
UPIS and accumulated depreciation were $0, and $0, respectively.
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l

2

assist in verifying test year revenues, the Company will provide Staff with the database

used to develop Schedule H-5.

3

4

5

6

As shown on Schedule H-2, line 44, total billed revenues at present rates for the test year

were $7,583,627.65, compared to total per-book adjusted revenues of $7,578,436.37

shown on Schedule H-2, line 53, and Schedule C-l , column C, line 2. The unreconciled

difference of $5,191 amounts to 0.0685% of per-book adjusted revenues.

Q.

B. Revenue Adjustments

WHAT IS INCOME STATEMENT ADJUSTMENT JMR-1 SHOWN ON PACE 1,

7

8

9

1 0

3]

12

1 3

14

15

1 6

1 7

18

COLUMN B, OF SCHEDULE C-2?

Income statement adjustment JMR-l , detailed on page 6 of Schedule B-2, adjusts booked

revenues to reflect the 365 billing-days Nom December 30th, 2005 to December 29"1,

2006. The Company's 2006 fiscal year began on December 10'", 2005 and ended on

December 29th, 2006 (385 days). Therefore, in order to create a 365-day test year it was

necessary to remove from booked revenues any bills issued from December 10th to

2005. The work paper listing all of the bills issued during the December

10"' to December 29'h, 2005 time-period is entitled \Work Papers\Revenues\Bills

Removed.xls\, and will be provided to Staff A similar adjustment was made to booked

expenses and is sponsored by Ms. Gutowski.

December 29"',

1 9

2 0

21

2 2

'23

Q- WHAT IS INCOME STATEMENT ADJUSTMENT JMR-2 SHOWN ON PAGE 1,

COLUMN c, OF SCHEDULE C-2?

Income statement adjustment JMR-2, detailed on page 7 of Schedule C-2, adjusts booked

revenues to remove any net unbilled (accrued) revenues remaining on the Company's

books at the end of the test year. Just as test year expenses should reflect twelve-monthly

A.

A.

s
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1

2

bills for power, purchased water, rent, etc., test year revenues should reflect twelve-

monthly bills for each customer, as reflected in a bill count.

Q. WHAT IS  INCOME S TATEMENT ADJUSTMENT JMR-3 SHOWN ON PAGE 1,3

4

5

6

7

8

9

10

12

13

COLUMN D, OF SCHEDULE C-2?

Income statement adjustment JMR~3, detailed on page 8 of Schedule CZ, adjusts booked

revenues to correct a number of billing errors in which Sun City customers were billed on

the incorrect rate schedule. As shown on page 8 of Schedule C~2, 18 residential bills

were billed on Agua Fria district rate schedules, six bills were billed on old (no longer

approved) Sun City Water schedules, and 330 bills were billed on Sun City West Water

district construction water rate schedules. All of these bills were re-billed on the

appropriate Sun City rate schedule in the Company's bill count shown on Schedule H-5.

The work paper supporting this adjustment is entitled \Work Papers\Revenues\Billing

Error Correction.xls\.

14

15

16

17

18

19

2 0

Q_ WHAT IS INCOME STATEMENT ADJUSTMENT JMR-4, SHOWN ON PAGE 1,

COLUMN E, OF SCHEDULE C-Z?

Income statement adjustment JMR-4, detailed on page 9 of Schedule C-2 adjusts booked

revenues to remove any customer billing credits and goodwill adjustments. These are

miscellaneous credits and goodwill adjustments provided to customers during the test

year and not reflected in the Company's billing determinants. The documentation in

support of this adjustment is entitled \Work Papers\Revenues\Credits.pdf\.

21

2 2

'23

Q_

C. Expense Adjus tments

ARE YOU SPONSORING ANY INCOME STATEMENT EXPENSE

ADJ USTMENTS IN THIS PROCEEDING?

A.

A.

in
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l}v-Powsl1f
\

l

2

3

4

5

Yes. I sponsor income statement adjustment JMR-7, to normalize income taxes,

adjustment JMR-8, to synchronize interest expense with rate base, adjustment JMR-9, to

nonnalize property taxes, adjustment JMR-10, to normalize depreciation expense, and

adjustment JMR-14, to adjust chemicals expense to reflect 12 months of the 2006

contract rate for chemicals.
\ {

Iv. RATE DESIGN

Cost of Service Studv and Proposed Rate Design

DID THE COMPANY PREPARE A TEST YEAR COST OF SERVICE STUDY IN

A.

6

7

8

9

1 0

1 3

1 4

Q-

1 5

1 6

17

THIS CASE?

No. The Company did not prepare a test year cost of service study for this case, and asks

to have the requirement for such a study waived. Arizona-American is not proposing any

changes to the current three-tier inverted-block rate design with residential break-over

points at 4,000 gallons and 18,000 gallons. This rate design was proposed by Staff and

adopted by the Commission in Decision 67093, and implemented in July 2004, The

Company's proposed rate design in this case holds those break-over points constant, and

maintains the existing base-to-volume, customer class, and usage level revenue

generation ratios.
\'°w§@\ Wk

18

19

2 0

21

2 2

Q. WAS  A COS T OF S ERVICE S TUDY P REP ARED IN THE P REVIOUS  CAS E?

Yes, A cost of service study was prepared in the previous case which was based on a

200] test year, although I am unaware of the extent to which it was relied upon in

developing the rates ultimately approved by the Commission in that case. I have attached

that cost of service study to my testimony as Exhibit JMR-l. To the extent Staff and the

A.

A.

A.

i
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1

2

Commission would require a cost of service study in this case, the Company requests that

Exhibit JMR-l serve as the Company's current cost of service study.

3 Q- How DID YOU DETERMINE THE PROPOSED REVENUE INCREASES FOR

4 THE VARIOUS CLASSES SHOWN ON SCHEDULE H-3?

5

6

7

8

As stated above, I applied the existing rate design break-over points for each customer

class. When determining the base and volumetric charges, I attempted to maintain as

closely as possible the existing base-to-volume, customer class, and usage level revenue

generation ratios. Table I below presents the proposed rate design:

9 Table 1

Rate Class
Residential 5/8 & 3/4"

Current
Base

Charge
$6.33

Proposed
Base

Charge
$8.20

Increase
$1 .87

Current
Volume
Charge

Proposed
Volume
Charge

Residential I"

Residential I l/2"

Residential 2"

Commercial 5/8 & 3/4"

Commercial l"

Commercial l l/2"

Commercial 2"

Usage Block
First 4,000

Next 14,000
Over 18,000
First 60,000
Over 60,000

First 125,000
Over 125,000
First 190,000
Over 190,000

First 18,000
Over 18,000
First 60,000
Over 60,000

First 125,000
Over 125,000
First 190,000
Over 190,000

$16.40

$33.77

$5 I .14

$6.33

$16.40

$33.77

$51. 14

$20.50

$4 I .00

$65.60

$8.20

$20.50

$4 l .00

$65.60

$4.10

$7.23

$14.46

$1.87

$4. IO

$7.23

$14.46

$0.720
$1.100
$1.316
$1.100
$1,316
$1.100
$1.316
$1.100
$1.316
$1.100
$1.316
$1.100
$1.316
$1.100
$1.316
$1.100
$1.316

$0.935
$1.428
$\.7l0
$1.428
$l.7I0
$l.428
$1.710
$1.428
$1.710
$1.428
$1.710
$1.428
$1.710
$1.428
$1.710
$1.428
$1.710

Increase
$0.2 I5
$0.328
$0.394
$0.328
$0.394
$0.328
$0.394
$0.328
$0.394
$0.328
$0.394
$0.328
$0,394
$0.328
$0.394
$0.328
$0.394

10

11 v. COST OF CAPITAL

1 2 Capital Structure

WHAT CAPITAL STRUCTURE IS REFLECTEI) IN THE COMPANY'S

A.

1 3 Q- I
I

14 APPLICATION?

/

A.
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l

2

3

4

5

6

7

8

9

10

As shown on page 3 of Schedule D-I , the rates proposed in the Company's application

reflect a capital structure consisting of 57.60 percent debt and 42.40 percent equity. This

is the ratemaking capital structure expected to exist after the Company's $25 million

September-2014 series note is called later this year. To repay this note,_;he Company

will issue $10 million in new long-terrn debt and will receive a $15 million equity

investment from its shareholder. Arizona-American also plans to issue an additional

$6.45 million in long-term debt at that time to fund on-going capital projects. The

Company is currently authorized to issue an additional $6.45 million of long-term debt

under Decision 68994, and an application for approval of an additional $10 million in

long-term debt is currently pending before the Commission.

11

12 IQ-

13 IA.

B. Cost of Debt

WHAT COST OF DEBT DOES ARIZONA-AMERICAN PROPOSE?

Arizona-American proposes a 5.56 percent cost of debt, shown on Schedule D-I , page 3.

14 IQ.
15 I A .

Ho w WAS  THE  P RO P O S E D CO S T O F DE BT DE TE RMINE D?

The proposed cost of debt reflects the weighted average cost of Arizona-A1nerican's

notes and bonds as of December 2006, adjusted to reflect the refinancing of the $25

million September-2014 series note with one new $10 million note and an additional

$6.45 million in long-term debt at an expected effective cost of 5.84 percent. This

represents the average yield on Ala-rated and Baa-rated corporate bonds for the week

ending February 23, 2007, net of issuance costs.

A .

I v
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1 C

2 Q.

Return On Equitv

FINE THE TERM "COST OF EQUITY

3 'A.

4

5

A ii S cost of equity is that rate of return equity investors expect to cam on their

invests given the risk of the firm. An investor's expected return is equally defined as

the return on\quity that she expects on other investments of similar risk

6 Q- WHAT ROLE Doqss THE COST OF EQUITY PLAY IN REGULATION?

7

8

9

1 0

1 2

1 3

1 4

Under cost of service regulation, rates charged by the utility should be set at the level at

which equity investorsexpect toearn their cost of capital.' While it has become

generally accepted that this 80345 accomplished by merely setting the authorized RCE

equal to the best estimate of the coSt\of equity, this is not always the case." Often times

the particular rate setting methodologie\of a regulatory agency prevent utility investors

fromexpecting to earn their cost of capital \even though the authorized ROR is set equal

to the cost of capital. In such a case, investors io not have an opportunity to am a fair

rate of return in the face of this "regulatory risk

1 5

1 6

Q-

A.

HOW IS RISK DEFINED?

1 7

1 8

1 9

20

Modem finance theory separates a firm's risk into two categOries, systematic risk and

unique risk. Systematic risk, also known as market risk, is deiinéskas the sensitivity of an

investment's returns to market returns. Systematic risk is the risk related to economy

wide perils that threaten all businesses such as changes in interest rates, ihQation, and

general business cycles. The most prevalent measure of systematic risk is "be¢@." Beta is

A.

2 This concept was set forth by Stewart C. Myers in 1972. See Myers, Stewart C. "The Application of Final
Theory to Public Utility Rate Cases." The Bell Journal of Economics and Management Science. Spring l972.\pp
58 .. 97
3 As Myers, together with Kolbe and Tye, later explained in 1993. See Kolbe, A, Lawrence, William B. Tye, &
Stewart C. Myers. Regulatory Risk: Economic Principles and Applications to Natural Gas Pipelines and Other
Industries. Kluwer Academic Publishers. 1993.
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l

2

Lhe measurement of an investment's systematic risk, and it reflects both the business risk

ancNinancial risk of a firm

3

4

5

Unique  risk, or microe conomic risk, is  risk tha t ca n be  e limina te d by portfolio

diversifica tion i.e . buying securitie s  in portfolios . Unique  risk is  not measured by be ta

nor doe s  it fa cto 'to the  cos t of e quity be ca use  it ca n be  e limina te d through s imple

6 shareholder diverse 1

7

8

son. Unique  risks  a re  pe culia r to a n individua l compa ny or

tors  who hold dive rs ifie d portfolios  do not worry a bout unique

ct the  cos t of ca pita l. Additiona lly, inve s tors  who choose

9

investment project. Inv

risk, therefore, it does not a

to be less than fully diversified

1 0

a t expect to be  compensa ted for unique  risk. This

que  risk has  formed the  founda tion of financia l

l l

distinction between systematic and

theory for approximately 50 years.4

12 Q. PLEASE DISTINGUISH BETWEEN BU ESS RISK AND FINANCIAL RIS K

13

14

1 5

16

Business risk is the risk associated with the fluctu ion in earnings before interest and

other fixed security obligations due to the basic nature of a firm's business. To the extent

a firm's earnings are affected by overall macroeconomic tivity, its beta and cost of

equity will be affected.

1 7

1 8

1 9

20

2 1

Financial risk is the risk to shareholders caused by a firm's reliancéon debt financing

When a firm uses debt to finance its assets, demand, operating costs earnings before

interest and taxes are generally not affected. However, the fixed interest obligation

associated with debt increases the uncertainty of after-interest earnings. Henc beta

reflects both the [systematic] business risk and financial risk of the firm

4 Rubenstein, Mark. "Markowitz's "Portfolio Selection": A Filly-Year Retrospective." The Journal ofFinanee.
June 2002. pp. 1041 - 1045.

A.

\
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1

2

3

4

WHAT IS  THE  R E LATIO NS HIP  B E TWE E N A F IR M' S  C AP ITAL S TR UC TUR E

AND F INANC IAL R IS K?

5

Pgreater percentage of debt in the capital structure results in a higher level of financial

risk. \s a firm increases its leverage (i.e. its financial risk), the cost of equity goes up

lockstep it beta, as shown in the diagram below:

Chart 1
1T\e Effect of Debt on the Cost of Equity

20%

18%

16%

14%

E
3

4 4

U)
re
' c
Q)\.
3
U
0)
re

12%

10%

8% .. r r I I I I 'r

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%90% 55% 60% 65% 70% 75%

Debt Ratio

6

7

8

9

10

11

12

13

14

15

16

17

18

The above basic principle is set forth in the early chapters of§Qst about any introductory

textbook on finance.

19

20

21

22

ZN

Q- WHAT HAP P E NS  TO  THE  O VE RALL RIS K O F  A CO MP ANY S  ITS  DEBT

RATIO INCRE AS E S ?

A. Within a reasonable range of debt ratios, the overall risk of any company stays lt~kte same

as leverage increases. This is the equivalent of saying that the value of a pie is

independent of how it is sliced, and means that a company cannot lower its overall pre
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I

2

tax opportunity cost of capital by simply increasing its debt ratio, and vice versa. The

leading graduate level textbook on corporate finance explains

3
4
5
6
7
8
9

10

Financial leverage does not affect the risk or the expected return
on the arm's assets, but it does push up the risk of the common

Eck and lead the stockholders to demand a correspondingly
higher return

When the firm changes its mix of debt and equity securities, the
risk and expected returns of these securities change.. , the
company cos\of capital do[es] not change." (Emphasis added)

12

13

14

This logical conclusion flow§\(rom the theory of efficient capital markets, or the Efficient

Markets Hypothesis - the theory inherent in the market-based models used to estimate

the cost of equity

}5

16

17

18

19

20

21

22

23

24

WHEN ASSESSING THE LEVEL OF FINANCIAL RISK ASSOCIATED WITH

AN IN INVESTMENT.SHDULD ONE EXAMINE MARKET VALUES OR

BOOK VALUES?

Assessing the level of financial risk associated with an investment requires the

examination of the market values. The cost of equity is appropriately estimated from

market data. It is the market return investors require for purchasing hares of stock at

marketprices, and it is the rate which compensates investors for accepting the financial

risk associated with an investment measured in terms of market value, I provide

additional explanation of why financial theory dictates the use of market values later of

my testimony

5 Brealey, 2000.pp. 228 -- 232.
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I

2

3

4

WHAT MODELS DID YOU USE TO ESTIMATE ARIZONA-AMERICAN'S

COSTOF EQUITY?

e cost of equity is a market return, so I used two market-based models: the discounted

cash 'Flow ("DCF") model and the capital asset pricing model ("CAPM")

DID YOU APPLY THE DCF MODEL AND THE CAPM TO ARIZONA5

6

7

8

9

10

13

14

15

16

17

18

A.

AMERICAN RECTLY?

No, I did not apply e models directly to Arizona-American because the Company does

not have publicly trade tock and I therefore lack the information necessary to apply the

market-based models. Furth , any estimate of the cost of equity based on a single

company would likely contain a 'oh degree of random error, rendering the estimate

unreliable. Fortunately, a company es not need to have publicly traded stock in order

to apply the market-based models. lives rs discount the expected cash flows of all

securities Ina particular risk class at exactly e same rate. Therefore, I applied the DCF

model and CAPM to publicly traded stocks of st 'far business risk to estimate the cost of

equity to those companies. I then examined the level\fjinancial risk reflected in that

cost of equity estimate, and developed a "sliding scale" of\equity cost estimates for water

utilities with varying levels of debt. Using the average of a sMlnple group reduces the

effect of random errors and gives a more reliable estimate

Q. WHAT COMPANIES DID YOU SELECT AS PROXIES OR C01VN3ARABLES

FOR ARIZONA-AMERICAN?

19

20

21

22

23

A, I s e le cte d the  s e ve n publicly-tra de d wa te r utilitie s  s hown in S che dule  J MR-2

compa nie s  re pre s e nt a ll of the wa te r u tilitie s  curre n tly fo llowe d by The  Va lue  Line

Inve s tme nt S urve y ("Va lue  Line ") a nd The  Va lue  Line  S ma ll a nd Mid Ca p Edition
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I

2

3

(" Value Line SmallCap") for which a sufficient number of years worth of data are

reported. These companies all operate in the regulated water utility industry, and can

thésefore be assumed to have business risk similar to Arizona-American

ARE THE COMPANIES INCLUDED IN YOUR SAMPLE GROUPS SIMILAR

TO ARIZONA-AMERICAN IN TERMS OF FINANCIAL RISK?

4

5

6

7

8

9

10

13

No. While it is rehqonable to assume that the water utility sample group has the same

business risk as Arizoiilta-American, Schedule JMR-2 shows that sample group is, on

average, less risky than Ari no-American in termsoffnancial risk. Basic finance

theory tells us that if a sample @<Qup has similar business risk but less financial risk than

Arizona-American. then Arizona erica must have a higher cost of equity. Later in

my testimony, I explain how using a stahslard methodology, my initial estimate of the

cost of equity to the sample groups can be adjusted to reflect varying levels of financial

risk

14

15

16

17

18

19

2 0

21

Q- PLEASE PROVIDE A BRIEF SUMMARY OF THINHEORY UPON WHICH

THE DCF METHOD OF ESTIMATING THE COST ONBQUITY IS BASED

The DCF method of estimating the cost of equity is based upon the theory that the market

price of a stock is equal to the present value of all expected future dividends. Through a

mathematical restatement, the discount rate, or cost of capital, can be derived from the

expected dividend, the stock price, and a dividend growth rate. The formula i§generally

applied to a sample of companies that exhibit similar risk to the company in questiOqand

the resulting estimates for the discount rates (or costs of equity) are then averaged

r
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l

2

3

Use of the DCF method for estimating the cost of equity capital to a public utility was

pioneered by Professor Myron Gordon in the l 960's, and it has become the most widely

useli\model in utility rate cases

4

5

6

7

8

HOW DID YOU APPLY THE DCF MODEL?

I applied the RCF model using two different approaches. My first approach used the

constant-growth ]9\CF model. My second approach was to use a non-constant growlh, or

multi-stage DCF. Th\advantage of the multi-stage DCF is that it does not assume that

dividends grow at a consiqnt rate over time

9

1 0

11

WHAT IS THE CONSTAN'l\GROWTH DCF FORMULA USED IN YOUR

ANALYSIS?

the constant-growth DCF formula useH\in my analysis is

Equa tion I

K D
+8

wh e re K
D

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual 8r0>\¢h rate of dividends

12

13

14

15

16

The constant-growth DCF model shown in Equation l assumes that a company has a

constant payout ratio and that its earnings are expected to grow at a constant\@te. Thus

if a stock has a market price of $10 per share, an expected annual dividend of $.3Q per

share, and if its dividends were expected to grow 6 percent per year, then the cost o
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l

2

equity to the company would be ll percent (the 5 percent dividend yield plus the growth

rate of 6 percent per year)

3

4

5

6

7

8

9

10

law DID YOU CALCULATE THE DIVIDEND YIELD COMPONENT (DI/P0)

OF THE CONSTANT-GROWTH DCF FORMULA?

I calculated he yield component of the DCF formula by multiplying the most recent

annualized dividend by one plus the growth factor (discussed below), and dividing that

product by the mo§\recent stock price reported by Value Line. According to the efficient

markets hypothesis (ththeory which underlies the DCF model), the most recent stock

price includes investors' eigectations of future returns and is the best indicator of these

expectations

i t

12

13

14

15

16

HOW DID YOU ESTIMATE THEQIVIDEND GROWTH (8) COMPONENT OF

THE DCF MODEL?

The DCF model assumes that dividends, earnli~ngs, and book value grow at the same rate

Therefore, I examined historical and projected growth in dividends per share ("DPS")

earnings per share ("EPS"), and book value per share*(\"BVPS"). I also examined a

fourth indicator of expected dividend growth known as intrinsic growth

17

18

19

HOW DID YOU ESTIMATE HISTORICAL Das. EPS. AND BVPS GROWTH?

I estimated historical growth by calculating the average rate of go in DPS. EPS. and

BVPS firm 1995 to 2005

2 0

21

22

Q- HOW DID YOU ESTIMATE PRQJECTED Das, EPS, AND BVPS GROWTH?

I calculated the geometric average annual rate of growlh impliedby Value Line's

projection of DPS, EPS, and BVPS for the 2009 - 201 I period

4
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HOW DID YOU CALCULATE INTRINSIC GROWTH?

Intrinsic growth is the sum of the retention growth rate term, Br, and the stock financing

wt rate term. vs. These terms are discussed below

4 IQ WHA'l\IS RETENTION GROWTH?

Retention growth is simply the product of the percentage of earnings retained by the

company ("retention ratio") and the book/accounting return on equity. This concept is

based upon the becky that dividend growth can only be achieved if a company retains

and reinvests a portion brits earnings in itself to ham a return

9 Q. WHAT IS THE F0RMUL,N~*OR THE RETENTION GROWTH RATE?

The retention growlh rate formul2ns

Equation 2

g = b r

retention growth

the retention ratio (I -Hividend payout ratio)

the accounting/book retu1i\on common equity

I estimated retention (be) growth for the sample companies by\qveraging the retention

growth rate for the years 1996 to 2005. For projected growth, I usedValue Line's

projected retention(Br) growth rate for the period 2009 -201 l

whe re

15 Q, UNDER WHAT CIRCUMSTANCES IS THE Br GROWTH RATE ME<['H()]) A

REASONABLE ESTIMATE OF FUTURE DIVIDEND GROWTH?

The Br growth rate is a reasonable estimate of future dividend growth if the retention

ratio is fairly constant and if the company is expected to issue shares at prices equal to
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2

3

4

book value. The average retention ratio of the sample companies has remained relatively

stable over the past several years. However, the average market-to-book ratio of sample

<\mpanies indicates that they are not expected to issue future shares at prices equal to

book\value (See Schedules JMR-14)

5

6

7

8

9

10

11

12

13

14

WHAT IS \THE  S E CO ND G RO WTH TE RM YO U US E D TO  ACCO UNT FO R

THE  AS S UMP TION THAT INVE S TORS  DO NOT E XP E CT THE  S AMP LE

WATER UTlL1TI~18s  TO IS S UE NEW S HARES  AT P RICES  EQUAL TO BOOK

VALUE?

The second growth term, derived by Professor Myron Gordon in his 1974 book,The Cost

0f CapilaI to a Public Urilizy°, i\found by multiplying a variable, v, by another variable

I will refer to the product of v anH\s as the vs, or stock financing growth teml. The vs

growth term represents the company's 8/idend growth through the sale of stock and is

required when the company is not expected\Q issue new shares at prices equal to book

value. Professor Gordon explains

15

16

17

18

19

2 0

The  assumption tha t a  utility is  expected to s lack finance  a t the
ra te  s  has  implica tions for the  measurement of kg[the  cost of
equity]. The  yie ld a t which a  sha re  with continuous  growth a t the
ra te  g se lls  is  [Equa tion l], the  curre nt divide nd yie ldplus  the
expected ra te  of growth in the  dividend. However, now g = be  +
vs and not s imply be

Gordon, Myron J. The Cost ofCapitaI to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp
35
Gordon, 1974. p. 33 \

s.

h
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l WHAT DO E S  THE  VAR IAB LE v REP RES ENT AND HOW IS  IT

2

3

4

CALCULATED?

variable v represents the fraction of the funds raised from common stock sales that

accrues to existing shareholders. It is calculated as follows

Equa tion 3

5

6

7

book value

market value

For example, if a share\Qf stock with a $10 book value is selling for $13, the v term

would equal .23 (calculateikas l-[$10/$l3]). I have calculated v for the sample water

utilities to be .58

8

9

10

11

12

13

WHAT DOES  THE VARIABLE _v'REP RES ENT AND HOW IS  IT

C ALC ULATE D?

The variable  s  represents  the  expected ra te  of*increase  in common equity from stock

sa les . For example , if a  company has  $100 in equity and it se lls  $10 of s tock then s

would e qua l 10 pe rce nt ($l0/$l00). I use d his torica l\ccounting da ta  to ca lcula te  a n

average  s  va lue  for the  sample  wa te r utilitie s  (see  Schedule  JMR-I3.)

14

15

16

17

18

19

20

HOW DOES  THE vs  TERM WORK?

If a company issues new shares at a price higher than book value aNd v is positive when

new shares are sold, then the book value per share of outstanding stocks less than the

per share contributions of new shareholders. The per-share contribution in bqccess of

book value per share accrues to the old shareholdersin the form of a higher boo`kvalue

The resulting higher book value leads to higher expected earnings and dividends

the be growth term in the basic DCF model requires the vs growth term when the same

1»
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1

2

company is not expected to issue shares at book value. My estimate of vs growth is

shown on Schedule JMR-1 I

3

4

5

WHAT ARE THE RESULTS OF YOUR CONSTANT GRGWTH DCF

ANALYSIS?

The resultsht my constant growth DCF analysis are summarized on Schedule JMR-4

Sample G1"°1ep

Table  I

D/R
2.7%

g
6.0%

k

6
7
8
9 Sample WatenJtilities 8.8%

10

11

WHAT IS THE MULTI-STAGE DCF FORMULA?

The multi-stage DCF formula is\shown in the following equation

Equation 4

R
D

(l+K)
D,,(l +g

( l + K )

Where

D

K

D

current stock price

dividends expected during it~age l

cost of equity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after 9

12

13

14

15

The multi-stage DCF model shown above incorporates at least two growth rates. It

assumes that investors expect a certain rate of non-constant dividend growth in the near

s
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1

2

term known as "stage-I growth", as well as a longer-term constant rate of growth known

as "stage-2 growth

3

4

5

6

HOW DID YOU IMPLEMENT THE MULTI-STAGE DCF MODEL?

I foreca\ed a stream of dividends and found the cost of equity that equates the present

value of the\tream to the current stock price for each of the sample companies, consistent

with Equation 4

7 ]Q.

8

9

HOW DID YOU CAIEQULATE STAGE-1 GROWTH?

I forecasted dividends fourlyears out for each of the sample companies using the expected

annual dividend and Value Line projected DPS growth rate

1 0

1 3

1 4

HOW DID YOU ESTIMATE STAGE-Z GROWTH?

For stage-2 growth, or constant growth, I used the rate of growth in gross domestic

product ("GDP") from 1929 to 2005, which is percent. Historical growth in GDP is

appropriate because it ultimately assumes that the Water utility industry will neither grow

faster, nor slower, than the overall economy

1 5

1 6

1 7

Q. WHAT ARE THE RESULTS OF YOUR MULTI-STAGE'UCF ANALYSIS?

The results of my multi-stage DCF analysis are shown on Schedul6\lMR-l 5 and the

following table

1 8 Table 2

Sample Group
Sample Water Utilities

Multi-Stage DCF
Estimate

9. 1 %
19
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WHAT IS THE CAPITAL ASSET PRICING MODEL?

The CAPM is the best-known model of risk and return and by far the most popular

ethos of estimating the cost Of equity among corporations. 6 The CAPM is the work of

Nobe prize-winning economists and provides a method to estimate the risk and expected

return Ota risky asset. The model concludes that the expected return on a risky asset is

equal to the Sum of the prevailing risk-free interest rate and the market risk premium

adjusted for the Piqkiness of the investment relative to the market. The critical

assumptions of the C>\PMcan be summed up in the following quote from the book, The

Stock Market: Theories a'nd Evidence

The [CAPM] model presents a simple and intuitively appealing
picture of financial markle¢s. All investors hold efficient
portfolios and all such portfolios move in perfect lockstep with
the market. Portfolios differ Only in their sensitivity to the
market. Prices of all risky asset\adjust so that their returns are
appropriate, in terms of the modelxo their riskiness. This
riskiness is measured by a simple statistic, beta, which indicates
the sensitivity of the asset to market mOyernents

1 8 Q. WHAT IS THE CAPM FORMULA?

The CAPM formula is shown in the following equation

According to a 200] study published in the Journal of FinanciaI Economics, among CFOs the CA Ph7l\js by far the
most popular method of estimating the cost of equity. For example, see Graham, John R., Campbell\. Harvey
The Theory and Practice of Corporate Finance: Evidence firm the Field." Journal of FinanciaI Eeonohsjes. 60

(2001) pp. 187-243

Lorie, James, Mary T. Hamilton. The Stock Market: Theories and Evidence. Richard D. Irwin, Inc. Homewood
illinois. 1973. p- 202
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Equa tion  5

+.8(R

where

R_ R

K

1

2

3

risk free rate

return on market

beta

market risk premium

expected return

W HAT DO THESEVARIABLES REPRESENT?

K is the investors' expecteliretum on the security over the investment horizon and it is

conceptually equivalent to they term in the DCF model

4

5

Reis the return on the risk-free asset over the investment horizon. A default-free U.S

Treasury security is generally used as the'groxy for the risk-free asset

6

7

8

9

10

1 3

8 is an estimate of the security's systematic risk expected over the investment horizon

As discussed earlier, systematic risk is the only forni\0f risk which is relevant to

estimating a company's required return because dl other\Qsk can be eliminated through

diversification. Systematic risk can be thought of as the extent to which a security's

returns are correlated with overall market returns (and the genera economy). The

average-risk security has a beta of 1.0 by definition and its returns aréoerfectly correlated

with the market's returns. A more risky security has a beta greater than DQ, and a less

risky security has a beta less than 1.0

14

15

R,,, -.R/is the expected market risk premium. The market risk premium entices inveSsgrs

to invest in the market portfolio of risky securities instead of the lower yielding risk-free

h
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l

2

asse t. The  premium for inves ting in the  marke t portfolio of risky a sse ts  is  ca lled the

ma rke t risk pre mium

3

4

5

6

Haw WAS THE CAPM IMPLEMENTED TO ESTIMATE ARIZONA

A1v1ER~LcAn's COST OF EQUITY?

I implemenlqd the CAPM on the same sample of companies to which I applied the DCF

model

7

8

9

1 0

WHAT RISK-FRE TE OF INTEREST DID YOU ESTIMATE?

I estimated the risk-free roe to be 4.7 percent (shown in Schedule JMR-18.) The

estimate is based upon an average of intermediate-term U.S. Treasury security constant

maturity rates published by the Fedtqal Reserve (www.federalreserve.gov)

12

13

Q» WHAT IS YOUR ESTIMATE OF BED we AND HOW DID YOU ESTIMATE

IT?

l estimated beta to be 0.86 for the sample water utilities

Q- DID YOU ESTIMATE BETA DIRECTLY OR DID \\aU RELY ON PUBLISHED14

15

16

17

18

19

BETA ESTIMATES?

For my CAPM analysis, I relied on beta estimates published by Vsque Line. However

my analysis is supplemented with my own beta estimates which india&tte that Value Line

beta estimates significantly understate the systematic risk for water utilities. My beta

estimates are shown on schedule JMR-2 l

20

21

Q- WHY DID YOU DEVELOP YOUR OWN BETA ESTIMATES AND HOW D

YOU CALCULATE THEM?

\»
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I
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3

4

5

6

7

8

9

I decided to develop my own beta estimates for water utilities alter observing a steady

and significant increase in the water utility beta estimates published by Value Line over

tlre\past several years. Value Line betas are estimated using five years of historical

rnarkebdata, Iv and are used to forecast systematic risk in a future period. This is

appropriat e beta is stable over time. However, if the systematic business-risk profile of

a particular industry changes, betas estimated using five years of historical market data

such as those estimated by Value Line, can significantly under- or overstate the "true

beta for that industry. Therefore, in developing my ohm beta estimates for water utilities

I examined historical market dsda for periods shorter than five years

10

1 2

I estimated beta by "regressing" the §>1mpI¢ companies' stock returns (minus a risk-free

rate proxy) on the returns of the Standard l8Q Poor's 500 (S&P 500) stock index (minus a

risk~free rate proxy)

13

1 4

1 5

1 6

1 7

18

1 9

20

WHAT DOES REGRESSION MEAN AND wHA'I; SPECIFIC REGRESSION

PROCEDURES DID YOU USE?

Regression is a statistical procedure for finding a mathematical{prmula that best fits a set

of data, called observations. The pertinent data for betas include magnet portfolio returns

company stock returns, and risk-free rates. I used S&P 500 stock index returns as a

proxy for the theoretical portfolio's returns, denoted by Rm in Equation 5. B54 S&P 500

index and sample company stock returns are from Yahoo Finance. My risk-free ran

proxy data are from the Federal Reserve

ro Value Line calculates beta by regressing the log of weekly price relatives for a security on that of the New York
Stock Exchange Index over a period of five years, and are adjusted towards 1.02.

4
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l

2

3 S

4

5

I used the  s tandard ordinary leas t squares  ("OLS") regression technique  to estimate  be ta

OLS regress ion is  the  s ta tis tica l process  of se lecting the  s tra ight line  which minimizes  the

of the  squares  of the  dis tances be tween the  line  and the  da ta  points . In other words

it is  th s ta tis tica l proce ss  of se le cting the  line  of "be s t lit". The  s lope  of this  line  is  be ta

(5). My b a  e s tima te s  and summary s ta tis tics  for the  sample  wa te r utilitie s  a re  shown on

S che dule  J MR- l.6

7 q. WHAT DO E S  YO REGRES S ION ANALYS IS  S HOW?

8

9

1 0

12

My regression analysis in . Otes that the systematic risk of water utilities has increased

significantly in recent years. educe JMR-20 shows non-overlapping 60-week

regression statistics for water utilities going back to January 1995. As shown on

Schedule JMR-20, raw 60~week CAPM'lqetas for the sample water utilities have

increased from approximately 0.30 to .040 jun six years ago, to well over 1.00 currently

Chart 2: 60 Week OLS RegressionBelies 1996 to 2006
Sample Water Utilities

1.2

0.8

Mar-96 l

Jul-O6

13

s

A.

l I lllulul
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I

2

3

4

However, for my CAPM analysis I have continued the Commission practice of relying on

beta estimates published by Value Line. This practice results in a conservative cost of

city estimate in light of the evidence regarding the true value of water utility betas at

this

5

6

WHAT Is wouk ESTIMATE OF THE EXPECTED MARKET RISK PREMIUM?

My estimate fo\the market risk premium is 4.4 percent to 7.5 percent

7

8

9

HO W DID YO U CA~LCULATE  THE  E XP E CTE D MARKE T RIS K P RE MIUM?

I used two approaches first approach is an estimate of the historical market risk

premium. My second approach is an estimate of the current market risk premium

10

13

For my first approach, I assumed th\average historical market risk premium is a

reasonable estimate of the expected market risk premium. If one consistently uses the

long-run average market risk premium to eStimate the expected market risk premium, one

should, on average, be correct

14

15

16

17

18

19

20

I used the historical intermediate-term market risk premium published in Ibbotson

Associates' Stocks, Bonds, Bills and In/lation 2006 Yearbbqk for the 80-year period from

1926 to 2005. Ibbotson Associates' calculation is the arithmetic average difference

between S&P 500 returns and intermediate-term government bondincome returns. The

80-year period is used to eliminate shorter-term biases while at the s time including

unexpected past events including business cycles. My market risk premium estimate

using this approach is 7.5 percent

21

22

My second approach e ssentia lly boils  down to inse rting a  DCF-de rived ROE into the

CAPM equa tion, a long with a  be ta  and long-te rm risk-fi'ee  ra te , and solving the C AP M
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2

3

4

5

6

7

8

equation for the implied market risk premium. Value Line projects the expected dividend

yield (next 12 months) and growth for all dividend-paying stocks under its review. From

briary 2"" to March 2"", 2007, the average expected dividend yield (next 12 months)

for ali\dividend paying stocks under Value Line's review was 1.6 percent and the average

expected\sqmual growth in share price was 7.59 percent (see Schedules JMR-22)

Therefore, the\constant-growth DCF estimate of the cost of equity to all dividend-paying

stocks followed bYValue Line is 9. l9 percent. Using a beta of l .00 and the current long

term risk-free rate ofl-480 percent, the implied current market risk premium is 4.4

9 percent

1 0 WHAT ARE THE RESULTS~OF YOUR CAPM ANALYSIS?

The  res ults  of my CAPManalysis QQ shown in Schedules J MR~l7. My CAP M cos t of

1 2 equity estimate is

13 Table
CAP M

Estima teSample  Group

S a mple  Wa te r Utilitie s 9.8%

1 4

9. I9% = 4.80% + L00 x (current market risk premium), 4.39% = current market risk premium
A \org-term rate is used here because the constant-growth DCF model does not assume a holding period other Rh

infinity. Therefore, a long~term risk-free rate is used for consistency.
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l

2

3

4

5

6

7

ARE  YO UR DCF AND CAP M E S TIMATE S  AP P LICABLE  TO  ALL WATE R

UTILITIE S ?

My DCF and CAPM results  a re  mere ly e s tima te s  of the  re turn a  typica l inves tor

requires  for purchas ing a  sha re  of s tock in the  ave rage  wa te r utility, capita lized in te rms

of ma rke t/a lue  with a pproxima te ly 30 pe rce nt de bt/fixe d-inte re s t obliga tions , a nd 70

pe rcent equity\ It would be  inappropria te  to apply the se  initia l e s tima te s  to a  wa te r utility

with a n e ntire ly diffe re nt fina ncia l risk profile

8

9

1 0

12

1 3

As discussed earlier in icy testimony, basic finance theory says that if two companies are

similar in terms of busines§\§isk, investors require a higher return for investing in the firm

that has more debt, and vice vega. The fact that debt increases the risk and required

return on equity makes examinatiohuf the relative difference in the capital structures of

the sample group and subject company}and adjustment of the cost of equity, just as

important as the selection of the original s Le itself Dr. Kolbe, et al. explains

14

15

16

17

The  importa nce  of de bt for e s tima ting th\cos t of e quity ca pita l in
regula tory hearings is  tha t the  degree  of leYqrage must be
considered in applying the  es timated cost of dqpita l from another
firm or indus try to the  re gula te d firm

18

19

20

21

22

23

Q. WHY DO  YO U E XAMINE  THE  C AP ITAL S TR UC TUR E S  O F  THE  S AMP LE

G R O UP  IN TE R MS  O F  MAR KE T VALUE S  R ATHE R  TIMN B O O K VALUE S ?

The DCF model and CAPM are market-based models. All of the MB(ket data employed

in the DCF model and CAPM are based on market values. For examplf jnvestors pay

market prices for shares of stock in the sample water utilities, not book prices Finance

theory dictates the use of market values because the level of financial risk associated with

Kolbe. 1984
K .
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an investment in the  common equity of the  sample  wate r utilitie s  depends  on the  marke t

va lues  of the  sample  wa te r utilitie s ' debt and equity

3 Q CAiN YOU P ROVIDE  AN E XAMP LE  OF WHY THIS  IS  TRUE ?

The easiest way to explain this concept is to use an example of a home mortgage

Assume tha\you purchase a home for $100,000 by making a $50,000 down payment and

taking out a mortgage for $50,000. You now owe your lender $50,000 regardless of

whether the markeOprice of your home rises or falls, and your $50,000 equity investment

bears all of the risk of changing home prices. In this case, the risk associated with your

equity investment is doubl vhat it would have been had you paid $100,000 cash and

financed the home with 100 percent equity. For instance, a 10 percent rise or fall in

home prices constitutes a return on\quity, or ROE, of plus or minus 20 percent ([iIi% x

$l00,0001 + [$50,000]). To illustrate the effect of debt on the ROE, assume that you took

out an $80,000 mortgage and only put dowi\$20,000 cash. In this case, a 10 percent rise

or fall in home prices constitutes a return on equity, or ROE, of plus or minus 50 percent

([ill% x $100,000] + [$20,000]). The point of thibexample is that the variability of the

ROE increases as the proportion of debt in the capital sltgucture increases, and the

variability dependson the market values of the debt and equity

To illustrate the irrelevance of book values, assume that you bought your home 10 years

ago for $100,000 by making a $10,000 down payment and taking out\\ $90,000

mortgage. Also assume that the balance of your mortgage is now $75,000, meaning that

you now have $25,000 in book equity ($I00,000 - $75,000).l4 Assume furthegthat your

At this time the market value of debt is at or very near its book value. My analysis therefore assumes a marks(-to
book ratio for debt of 1.0

For simplicity the example ignores book depreciation and assumes interest rateshave remained unchanged
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l

2

3

4

5

6

7

home is worth $400,000 today, but tomorrow housing prices drop by 10 percent. This

amounts to a drop in the price of your home of $40,000 ($400,000 x l 0%). Certainly this

p in housing prices, while significant, doesn't wipe out your $25,000 in book equity

and force you into bankruptcy. This is because your real equity is based on the market

value of Your home, and is $325,000 ($400,000 - $75,000). Thus, your actual ROE is

(negative) »l2\3l percent (-$40,000 + $325,000), and not (negative) -l 60.00 percent (

$40,000 + $25.0

8

9

10

11

12

13

14

15

16

17

18

19

2 0

21

Q. IS  THE  US E  O F  MAR KE T VALUE  C AP ITAL S TR UC TUR E S  TO  E XAMINE

THE LE VE L O F  F INANR IAL R IS K AS S O C IATE D WITH THE  S AMP LE

GROUP  INCONS IS TE NT VVLTH THE US E OF A BOOK VALUE RATE BAS E

AND R E G ULATO R Y C AP lTAL\S TR UC TUR E  F O R  AR IZO NA-AME R IC AN

W ATE R?

No, The  cos t of e quity is a  market re turn, de fined in te rms of anticipa ted dividends  and

capita l ga ins  re la tive  to marke t prices , and as  s tick, is  appropria te ly e s tima ted us ing

marke t-ba sed mode ls  such a s  the  DCF mode l and (PM. Once  the  ave rage  marke t cos t

of equity to a  sample  group with s imilar business  risk has been estimated, one  must asses

the  le ve l of fina ncia l risk re fle cte d in tha t e s tima te . Tha t fe e l of fina ncia l risk de pe nds

on the  marke t-va lue  capita l s tructures  of the  sample  companies \lf the  ave rage  marke t

va lue  capita l s tructure  of the  sample  is  s imila r to the  regula tory capita l s tructure  of the

subject utility, then no adjus tment is  required. In this  case , had the  average  marke t va lue

capita l s tructure  of the  sample  group equa led Arizona-American's  regula tor); capita l

Credit for this example belongs to Dr. Kolbe and the Brattle Group. See The Effect of Debt on the Cos! o_/Equ?
In a Regulatory Setting. Prepared by the Brattle Group for the Edison Electric Institute. January 2005



DOCKET no. W-01303A-07
Arizona-American Water Company
Direct Testimony of Joel M. Reeker
Page 32 of35

l

2

structure, my initial estimate DCF and CAPM estimates would have been significantly

higher, and no adjustment would be required. In this respect, there is no inconsistency

3

4

IS\THERE A METHOD BY WHICH THE EFFECT OF ARIZONA AMERICAN'S

CAPITAL STRUCTURE ON ITS COST OF EQUITY CAN BE ESTIMATED?

5

6

7

8

Yes. The effect of debt on a company's cost of equity can be estimated using the well

known methodkdogy developed by Professor Robert Hamada of the University of

Chicago, which incorporates capital structure theory with the CAPM. The Hamada

methodology is used t6{'unlever" and "reliever" beta, as mentioned previously

9 PLEASE DESCRIBE THEMETHQDQLOGY

1 0

11

12

1 3

1 4

1 5

16

The Hamada methodology estimates the effect a company's capital structure has on its

cost of equity by adjusting beta to reflect an increase or decrease in leverage. We already

know the average debt and equity ratios and beta for the sample water utilities

Therefore, if we remove Hom the sample water utilities' beta that portion of risk related

to the use of debt, we can estimate what the average beta would be if it were financed

entirely with equity capital. As mentioned previously~,this is known as the "unlevered

beta.'° The following equation is used to estimate the unlevered beta

Unlevered betas are discussed in numerous textbooks on investments and corporate finance. For\xample see
Brealey, Richard, Stewart Myers. Principles of Corporate Finance. 6"' ed. pp. 554 - 555. Brealey, Richard
Stewart C. Myers w/ the Brattle Group. Corporate Finance Ca ital Investment and Valuation. pp. I
Weston, J. Fred. Thomas E. Copeland. Managerial Finance. 8 ed pp. 613 - 6 I6. Damadoran, Aswat
Damadoran on Valuation: Security Analysis for Investment and Corporate Finance. pp. 3] - 33. Pratt, Shannon P
Cost of Capital: Estimation and Applications. pp. 83 - 87. Copeland, Tom, Tim Koller & Jack Murrin
Valuation: Measuring and Managing the Value o/Companies. pp. 262 --.265. lbbotson Associates, Stocks
Bonds, Bills, and Inflation Valuation Edition 2004 Yearbook. pp. 117 - I 18
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Equation 6

A 1+DC+EC(1-I)

Where

ii unlevered beta

levered beta

DC : debt capital

EC = equity capital

tax rate

1

2

3

4

5

6

7

8

DID YOU CALCULATE\AN UNLEVERED BETA FOR THE SAMPLE WATER

UTILITIES?

Yes. Schedule JMR-23 shows horn calculated the unlevered beta for the sample water

utilities. The average beta of the sampl\water utilities decreases from 0.86 to 0.67 with

the removal of all risk related to the use of debt. Therefore, a beta of 0.67 represents

investors' perceptions of the business risks assdsiated with the sample water utilities

Additionally, 0.67 represents what the sample watehutilities' average beta would be if

they were financed entirely with equity

9

1 0

H

1 2

1 3

Q- IS THERE A METHOD BY WHICH THE UNLEVERED ETA CAN BE

"RELEVERED" USING A BROAD RANGE OF CAPITAL s<rRUcTUREs?

Yes. The unlevered beta discussed above can be relevered using any capital structure

within a reasonable range. Schedule JMR-25 shows the relevered beta at capital

structures ranging from 25 percent to 75 percent debt

14

15

Q- CAN THE CAPM BE USED TO ESTIMATE THE COST OF EQUTIY Acros s

THIS RANGE?
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Yes. Once the range of relevered betas has been determined, the CAPM can be used to

estimate the cost of equity across this range. As shown on Schedule JMR-24, I have

calculated the CAPM market risk premium (MRs) that is implied by the average of my

initial BQF and CAPM estimates. This estimate is 5.4 percent. As shown on Schedule

JMR-25, ushsg this range ofrelevered betas, the implied market risk premium, and the

current risk-free Pate, a range of equity cost estimates ranging Hom 9.0 percent for a 25

percent-debt water us to 14.8 percent for a 75 percent-debt water utility are

presented

9

1 0

12

1 3

1 4

1 5

1 6

1 7

WHAT ROE IS THE COMPANXREQUESTING IN THIS CASE?

Schedule D-l, page 3 of the Company's\application reflects an 11.3 percent ROE

However, an ROE is meaningless without knowing the level of financial risk it reflects

Fifty years of financial research (including that ofnobel Laureates) have given us the

tools to estimate required returns, and the Company onbgasks that those tools be used

Therefore, we would accept any ROE given it is reflective o`i\the capital structure that is

applied. It is for this reason that I have prepared Schedule JMR- I\which provides the

cost of equity and corresponding weighted average cost of capital across a broad range of

capital structures

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?1 8

1 9 Yes. it does

s
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Appendix A
Relevant Regulatory Experience

Jurisdiction Company Name(s) Case No.

Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona

Ajo Improvement Co, -
Alltel
Anyway Manville Water
Arizona Public Service
Arizona Public Service
Arizona Public Service
Arizona Water Company
Arizona Water Company
Arizona American Water Company
Arizona American Water Company

Electric E-0t025A~99-0564
T-03285A-00-0874
W-03233A-99-0360
E-01345A~03-0437
E-01345A-01 -0878
E-01345A-02-0125
W-01445A-00-0962
W.01445A-02-061 g
WS-01303A-02-0867
W-01303A-01 -0983

Arizona Arizona American Water Company W-01303A-05-0405

Arizona Arizona American Water Company W-01303A-05-0718

Arizona Arizona American Water Company WS-01303A-06-0014

Arizona Arizona American Water Company WS-01303A-06-0491

Arizona Arizona American Water Company W-01303A-05-0280 et al.

Arizona Arizona American Water Company W-01303A-05-0280 et al.

Arizona Arizona American Water Company W-01303A-05-0280 et al,

Arizona Arizona American Water Company W-01303A-05-0280 et al.

Arizona
Arizona
Arizona
Arizona

Avra Water Co-op
Bella Vista Water
Bella Vista Water
Black Mountain Gas

W-02126A-00-0269
W-02465A~01-0776
W-02465A-99-0466
G-03703A-0283

Type of
Proceeding
Cost of Capital
Sale of Assets
Financing
Cost of Capital
Financing
Financing
Cost of Capita!
Cost of Capital
Cost of Capital
Restructure of
Holding Co.
Rates
(Paradise
Valley)
Financing
(White Tanks)
Rates (Mohave
Water/Mohave
Wastewater)
Rates (Sun City
Wastewater/Su
n City West
Wastewater)
Arsenic Cost
Recovery
Mechanism -
Havasu
Arsenic Cost
Recovery
Mechanism -
Agua Fria
Arsenic Cost
Recovery
Mechanism -
Sun City West
Arsenic Cost
Recovery
Mechanism -
Paradise Valley
Rate of return
Cost of Capital
Financing
Cost of Capital

h
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Appendix A
Relevant Regulatory Experience

Arizona
Arizona

Black Mountain Gas
Black Mountain Gas/Northern States

G-03703A-01-0263
G-03703A~99-0525

Arizona
Arizona
Arizona
Arizona

T-03394A-00-0881
E-01824A-00-0504
T-03406A-01-0270
T_02g79B_gg,0)5g

Cost of Capital
Restructure of
Holding Co
Merger
Sale of Assets
Financing
Merger

Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona
Arizona

SW-02519A-00~0638
W-01815A-99-0390
W-02025A-01 -0559
T~03943A~00-0782
W-01944E-00-0206
W-01427A-01-0487
T-02532A-00-0512
SW-03841 A-01 -0166
E-01787A-00-0820
w-01737A-01 -0662
W-02259A-99-0295
SW-03709A~01 -0165
W-03528A-01 -0169
W-03512A-03-0279
T-02668-00-0787
T-01 O51 B-03-0454
W-03861A-01 -0167
WS-02676A-03-0434
T-03811A-00-0762
G-01551 A-02-0425
T-01072 B~00-0379
E-01575A-00-0629

Cost of Capital
Financing
Cost of Capital
Sale of Assets
Financing
Cost of Capital
Cost of Capital
Financing
Financing
Cost of Capital
Financing
Financing
Financing
Cost of Capital
Sale of Assets
Cost of Capital
Financing
Cost of Capital
Waiver
Merger
Cost of Capital
Financing

Arizona
Arizona
Arizona
Arizona
Arizona

BLT. Touch One. MCI
Continental Divide Electric Co-op
Eschelon Telecom
Gateway Technologies/T-NETIX
(COPT)
Gold Canyon Sewer Company
Golden Shores Water
Green Valley Water Co
GST Net/Time Warner Telecom
Lago Del Oro Water Company
Litchfield Park Service Co
Midvale Telephone
Mountain Pass Utility
Navopache Electric Co-op
New River Utility
North Mohave Valley Water
Picacho Sewer Co
PicachoWater
Pine Water Company
Premiere Communications/Telecare
Qwest Communications
Ridgeview Utility
Rio Rico Utilities. Inc
SBC Telecom
Southwest Gas/Black Mountian Gas
Southwestern Telephone
Sulphur Springs Valley Electric Co
op
Table Top Telephone
Teligent
Trico/AEPCO
Tucson Electric Power Company
Tucson Electric Power Company

T-02724A-99-0595
T-0336A-00-01521
E-01461A.00-0660
E-01933A-00-0550
E-01933A-99-0573

Arizona
Arizona

Tucson Electric Power Company
UniSource Energy Corporation

E-01933A.02-0276
E-04230A.03-0933

Arizona
Arizona

Water utility of Greater Buckeye
Winstar Wireless

W-02451A-98-0_26
T-03670A-00-0446

Arizona
Arizona
Arizona

Yucca Water Co
Graham Co. Utilities Water
Mount Tipton

W-01937A.99-0260
G~02527-97-0407
W»02105A-01-0557

Cost of Capital
Merger
Lease
Sale of Assets
Capital Lease
Amendment
Financing
Reorganization/
Merger
Financing
Encumbrance
of Assets
Financing
Financing
Financing
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DOCKET NO. ws-01303A-07-
Arizona-American Water Company
Direct Testimony of Joel M. Raker

Page 3 of 3

Appendix A
Relevant Regulatory Experience

Arizona G-03703A-00-0235

Arizona
California
California
New Mexico

Northern States Power/Black
Mountain Gas
Valley Pioneers Water Company
California American Water Company
California American Water Company
New Mexico American Water
Company

W-02033A-00-0696
A.06-01-005
A.07-01-036
05-00353-uT

FUCO
Certification
Financing
Cost of Capital
Cost of Equity
Approval of
Special
Contract

in
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Arizona American - Sun <=- Water
T€sl Year Ended member 3 J 2001

colvamoorry .. DEMAND METHOD Fun(:non FACTORS
Plant and Depreciation Expense Allocations

Exhibit
Rebtltlz-1l Schedule 5.7
page 2
Wtness: Kozo ran

I1
;
\

Una
MY

0ema~0 o0mmodmf
0.90 0.10
0.90 0.10
0.90 0.10

Customer
1.00
1.00
1.00
1 .00
1.00
1.00
1 .00
1 .00
1.00
1.00

1.00
1.00
1.00
1.00
0.75

1 .00
0.75

Allocations:Required
Total

1.00
1.00
1.00

Demandl oqmmodnv
(0.75) 1.75
(0-75) 1.75
(0,151 1.75

Qgsmer

1
2 Desuivuon
3 Wells
4 Pumps & Equipment
5 oisuibuuon Mains
6 Cllstnmel'
7 Savers 1
8 Metiels -,
9 Fire Hydrants ;
10 Transportation Equip. 0.25
11 opine Furniture .
12 communication Equip. 0.75
13 :
14 .̀
15 TO Avvrwtimatdv match ACC staff promised Rates for 5181nd1 Meter
16 Demand and commodity Allocation to Walls, Flvmvs and Equipment and
17 Distribution Males would need No be dinged to apprwdmately matai
18 Acc Staff's proposed monthly minimums ad commodity rates. The
19 matndm would be Acc Staffs proposed Rains al Computed ivkinuity
20 Minimum and Commodity rate lMTHOlJT Equity letups and
21 Income Taxes. Match would be based on co$t only.
22
23
2.4
25
26 anno
27 Wells
28 PVMPS & Equipment
29 Distribution Mains
30
31
32

2
l
i
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5

i

I
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Arizona American - Sun City Water

Test Year Ended December 31,82001
cos: Qr semen sway, Using commodity and mama

DEVELOPMENT OF MLLOCIWION ' ¥ i '8oRs

Exhibit
Rebumxam Schedule7

Page Za
WtI'\€s$z Kozo ran

Labor Allocation Famers
Pumping Labor
Motel' Labor

CUSUOM8 Lab¢>r

34.08%
13.90%
s1.9?%

100.00%

Repairs and Maintenance Alkucation Pacrors
Repairs and Maintenance Demand

Repairs and Maintenance Pumping
Repairs and Maintenance Mains
Repairs and Maintenance Services

Repairs and Maintenance Meters
Repairs and Mainrarance customer

13.59%
42492%
10.33%
3o.2;%
0.36%
256%

100.09%

Computationsshown on this work sheet are fromPaige labeled aTrialBalance In this workbook.
Allocation percentage were computed based on Expensechanged by Citizens Utilities and
are then applied no AGE Staff expense amounts.
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Arizona American - Sun c ity W ater
Test Year Ended December .BI, 2001

cost of Service study, Using commodity Demand Me0\od
DeVELOPMENT OF C\J1\S$ AUJDOTION FACTORS

x

Exhibit
nebuual Sd1edu!e 7
Page 3
Wrtnessz Kozo ran

QQNMQDIII AI¢I40c1\'rIon rpcton

.
|.

( a )
Tow Gallons
(In 1,000's)
In Tesig Year

1,952,332
3,852

88,283
1,353,160

708,395
66,508
71,427

510,464
.38

I

;

Meta $'ze
5/8" X 3/4"

3/4'

1-1/2'

3 n
p a

8"
10'

Tows

I
I
I

mew

338
5/8' x 3/4

3/4'
ll!

1-1/2"
2 "

3 n

4 '

6 '

8 '

10"
Totals

Equiv~
alert

W¢4Qlwt
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0

150.0
417544460

Pement
of

1958!
41.06%
0.08%
1.86%

28.46%
14.90%

1.40%
1.50%

10.74%
0.001%
0.000%

100.00%

nxunnn Annocrrron no- ron

( a ) Equivalent
Number Numbs'

of Meters of Mews percent
and/or and/or of

$€IV50€$ M ICE!
19,499 19,499 50.33%

28 42 0.11%
245 613 1.58%

1,612 8,060 20.80%
590 4,720 12.18%

27 432 1.11%
60 1,500 3.87%
60 3,000 7.74%
11 880 2.27%

_ 0 0.00%
22,132 381746 100.00%

cusrwvwz A1-1-~2<:ArIQn 3-Aegon sxnvxcss u w c m r w rA<.':Qa a n

s

Meter
age

5/8' x 3/4"
3/4"

1-1/2'

3 u

10"
Toms

Number
of meters

19,499
28

z45
1,612

590
27
60
60
11

o
2 2 8 2

Parent
d

198l
88.10%
0.13%
1.11%
7.28%
2.67%
0.12%
0.27%
0.27%
0.05%
0.00%

100.0 0 %

. m e t e r
$88

Q 5/8"x3/4
8 3/4". 1"

1-1/2'

3 :

10"
Tam's

\
I

1

I

a

a

iIII

Number
d

19,499
28

245
1,6!2

590
27
60
60
11

0
221132

Inswn-
atlon
g m
355.00
355.00
405.00
435.00
565.00
750.00

1,090.00
1,600.00
1,600.00
1,600.00

Weighted F'ewent
Number Of

I M
6,922,145 83.75%

9,940 0.12%
99,225 110°/o

701,220 8.48%
333,350 4.03%
20,250 0.25%
65,400 0.79%
96,000 1.16%
17,600 0.21%

o 0.00%
_ i8551130 ____l_00.00%_.s-

1i?-yHK ALI-QQI\T1Q2¥ YAQTQR an IIi

0f.m¢¢¢$ i

I
I
I
I
I
I
I
|
I
I
I
I
I
I
I
I

8
c

4

p a w \ t
of

1248!
46.36%

0.07%
1.19%

15.51%
21.58%
1.33%
4.20%
8 1 5 %
1.51%
0.00%

100.00%.

waghuea
M eter Number Meijer Dollars

size Qr M8984 _ems
5/8' x 3/4° 19,499 $ 105.00 2,047,395 |

3/4' i s 105.00 2,9401
1" 245 215.00 52,675§ .

1-1/2' 1,612 4zs.o0 685,100 !
2" 590 1,615.00 9s2,8sot
3 - 27 2,170.00 58,5905
4 ' 60 3,095.00 185,700
6" ea 6,070.00 364,200
8 ' 1 1 6,070.00 66,770 I
10 ' 0 6,070.00 01

Tfxals 22,132 41416,220 I

(a) Induces cuWoma' and gélion sold annualizzldon z
(b) Meta and Suw<=¢ut»e<=osrflum»=1r1zonacomutation

from Maupin Scott, Jr.. Memuercostsbasedmuampoun,
Memoof lipril 23, 2002
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Ariaqona American - Sun my Water
Test Year Ended December 31. 2001

Comparison of ACCStaff Proposed Rat6lDcomput¢d Raue$flomcostofsavi4Je Study
to Computed Ratesfrom coaofsav|<:estudy wlthol;t Equltyketum and InaomeTaxes

Rebuttal Sdledule G-9

Wi0le§: Kczoman

$0.3587

2
3
4
s
5

Computed Commodity Cod fm Rebuttal ScheduleG-8, Page 4a

computedoanandcoafors/81nd»maaf=umtwbummlsamedules-8,page4a
c0mpunea cusnomacoszfors/81nan4ewfmmt#eburra|sdmeduleG8,page pa
ComputedServiceUneCustfor5/8Ind\Me!Jerfrof¥iR»ebuWlsd1&uleG-8,P'age4a
computed maacostfors/slndwmenernumnebunalsazem|ee-8,page4a
C0mpmmeammuiyMuuwnnnumafgewluuzaogan0nslnmlniamumtvumaebunalsd1eduaeG-8,pag¢4a $  1 4 3 7

ACC Staff Proposed Rates
Proposed Monthly Minimum for 5/8' meter
Proposed Commodity Rate

$

$

CQI-Z §QL3

over 100.001

car. 5 001. 0 cQl.8
ccoL6+7

QL; QOL 4
(Col. 2+ 3)

Computed Costs. without Eauiu
Ream or Income Taxes

(CQI. §H>
17
18
19

Minimum commww

Revervus Rgvenqe

Minimum C0MWW

Revenue Re~enue
22

T<>s31
1 8 9 8 Revwla Rf-frvwvvi

$ 6.59 $ (7.78)
6.59 0.78

u a 9 2

1,000 s 14.37 $0.3587
0.72

c u f f

$99698
s 14.37
$ 14.73

15.09
$

1.43
1.79
2.15

15.81
16.16
16.52

(6.52)
(6.10)
(5.28)

7.000 14.37
7.80 14.39

10.000
11.000

14.37
14.37 11.31

(1.23)
(0.42)

11,515
6.59

6.59

37

12,000
13.000
14,000
15,000
16.000
17,000

14.37
14.37
14.37
14.37
14.37
14.37

15,000
6.59
6.59
6.59
6.59

19.07
20.24
21.41
22.58
23.75
24.92
26.09

17,000
18.000

12.48
13.65
14.82
15.99
17.16
18.33
19.50
20.6719,000 14.37 6.59

21,000

23,000

6.59
6.59
6.59

23.01
24.18
25.35

30.77
31.94

21.000
22,ooo
23.000
24.000
zs,0oo
26,000
27.000
28.000
29.000
30.000

1437
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37
14.37

3.23
3.59
3.95
4.13
4.30
4.66
5.02
5.38
5.74
6.10
6.46
6.81
7.17
7.53
7.89
8.25
8.61
8.97
9.33
9.68

10.04
10.40
10.76

17.60
17.96
18.32 w e
18.50 < >
18.68
19.03
19.39 :Quai
19.75 b m é w u
20.11
20.47 ( n d l a u
20.83 uf neonn
21.19 uh
21.54 BE
21.90 ....::.* ' ....
22.26 11 - w
22.62 :»<»~l¢=¢»
22.98
23.34
23.70
24.06
24.41
24.77
25.13

6.59
6.59
6.59
6.59
6.59
6.59

27.69
28.86
30.03
31.z0
32,37
33.54

34.28
35.45
36.62
37.79
38.96
40.13

54 Average Usage
3,00 17.37

rm. 7

8.22 14.81 (2.56)
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AlizonaAmeri¢:an-Sun¢!yWater
Test YearEndedDecembe¢!31, 2001

ComparlsoI\ofAccs13ffpropo$ed Raneswcumpurqs Ra:e5nr<>mcnaofsav|<:esn»ay
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Computed Costs, with Equity
Return and Income Tales

Q41 Col. 2 §I9.L3 54.1
(col. 2+ 3)

Town
Cost of

sefvwe
$
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E
P
r

i

1
U

;
i
2

g

i

i

!
I
I
I

i

ACC star Pl9(P°$¢¢ R38
Proposed Monthly Minimum for 5/8' Meter
Proposed commodity Rate

0 to 4,000
4,001 m 100,000

Over 100,001

§d._5 CM

comodiv
Revenue

CQLZ

$03757

s 6.29
8.35
1.43
1.13

$ 17.28

M J
(Cd.6+7

Exhibit
Reuunal Sd\edule G-9
Page 2
Witness: Kozo ran

$

$
$
$

Cox. 9
(Cd, 8-4)
Recovery

d Expalss
Ram d

Ream &
IncomeTh
or (lad: of
Rvfrwvrvl

$

6.59

0.78
1.17
1.39

$12992

$

I
|
I I

I

38."jt

on Fwiiv

JI...
TW*

I
I
I

17.21
17.58
17.96
18.33
18.71
19.09
19.46
19.84
20.21
20.59
20.96
21.34
21.72
22.09
22.47
22.84
22.97
23.22
23.59
23.97
24.35
24.72
25.10
25.47
25.85
26.22
26.60
26.98
27.35
27.73

I
r
I
r
I

0.78
1.56
2.34
3.12
4.29
5.46
6.63
7.a0
8.97

10.14
11.31
12.48
13.65
14.82
15.99
16.38
17.16
18.33
19.50
20.67
21.84
23.01
24.18
25.35
26.52
27.69
28.86
30.03
31.20

Tow
Bfevepl Ne
9 6.59

7.37
8.15
8.93
9.71

10.88
12.05
13.22
14.39
15.56
16.73
17.90
19.07
20.24
21.41
22.58
22.97
23.75
24.92
26.09
27.26
28.43
29.60
30.77
31.94
33.11
34.28
35.45
36.62
37.79

(10.62)
(10.21)
(9.81)
(9.40)
(9.00)
(8.21)
(7.41)
(6.62)
(5.82)
(5.03)
(4.23)
(3.44)
(2.65)
(1.85)
(1.06)
(0.26)
0.00
0.53
1.33
2.12
2.91
3.71
4.50
5.30
6.09
6.89
7.68
8.47
9.27

10.06

Ume

N O
1

2
3

4
5
6

7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55

Monthly
Minimum commowrv

REN¢f'IUQ Revew¢
$ 17.21 -

1,000 $ 17.21 $0.3757
2,000 17.21 0.75
3,000 . 17.21 1.13
4,000 17.21 1.50
5,000 17.21 1.88
6,000 17.21 2.25
7,000 17.21 2.63
8,000 17.21 3.01
9,000 17.21 3.38

10,000 17.21 3.76
11,000 17.21 4.13
12,000 17.21 4.51
13,000 17.21 4.88
14,000 17.21 5.25
15,000 17.21 5.64

15,335 17.21 5.76
16,000 17.21 6.01
17,000 17.21 6.39
18,000 17.21 6.76
19,000 17.21 7.14
20,000 17.21 7.51
21,000 17.21 7.89
22,000 17.21 8.27
23,000 17.21 8.64
24,000 17.21 9.02
25,000 17.21 9.39
26,000 17.21 9.77
27,000 17.21 10.14
28,000 17.21 10.52

Average Usage
8,361 $ 17.21 s 3,141 20.35$

Monthly
Minimum

o w Revenue
- $ 6.59

1,000 6.59
2,000 6.59
3,000 6.59
4,000 6.59
5,000 6.59
6,000 6.59
7,000 6.59
8,000 6.59
9,000 6.59

10,000 6.59
11,000 6.59
12,000 6.59
13,000 .6.59
14,000 6.59
1s,000 6.59

15,335 6.59
16,000 6.59
17,000 6.59
18,000 6.59
19,000 6.59
20,000 6.59
21,000 6.59
22,000 6.59
23,000 6.59
24,000 6.59
25,000 6.59
26,000 6.59
27,000 6.59
28,000 6.59

Average Usage
8,361 $ 6.59 8.22 14.81 (5.54)
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s
$

8.20
8.20
8.20

20.50
41.00
65.60

131.20
205.00
410.00
656.00

s 8.20
8.20

20.50
41.00
65.60

131.20
205.00
410.00
656.00

20.50
41.00
65.60

131 .20
205.00
410.00

11.48
17.30
36.35
47.46
68.34

6.93
6.93
6.98

s
s
s

0.9350
14280
1.7100

N/A
NIA
N/A

s
$
s

0.9350
114280
1.7100

NIA
N/A
N/A

s
$
s

0.9350
1 .4280
1 .7100

N/A
N/A
N/A

s
s

1.4280
1.7100

N/A
N/A

Company
Proposer! Rates

Exh. TMB-RJ3 (Revised)

page 5

RATE DESIGN

Monthly Usage Charge
Present
Rates

New Company
Recommended Rates

5/8" Meter - Residential
5/8" Meter - Residential
3/4" Meter - Residential

1" Meter - Residential
1V=" Meter . Residential

2" Meter - Residential
3" Meter - Residential
4" Meter Residential
6" Meter - Residential
8" Meter - Residential

.. Low Income s
s

6.33
6.33
a l a

16.40
33.77
51.14
86.84

135.00
178.51
350.00

s
s

4.00
B.O0
0.00

20.50
41.00
65.60

131 .20
20500
410.00
e5eoo

5/8" Meter -Commercial
3/4" Meter . Commercial

1" Meter - Commercial
1%" Meter - Commercial

2" Meter . Commercial
3" Meter - Commercial
4" Meter - Commercial
6" Meter - Commercial
8" Meter - Commercial

s 6.33
6.33

16.40
33.77
51.14
86.84

135.00
178.51
350.00

s B.00
s.o0

20.50
41.00
65.60

131.20
205.00
410.00
656.00

Irrigation 1"
lmgauen 1.5"
l f r iw on 2"
lrfhatkin 3"
lrrlgdbn 4"
Ilflqallcn 6'

16.46
33.78
51.15
86.87

135.00
178.56

20.50
41.00
65.60

131.20
205.00
410.00

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

7.G0
11 .39
15.83
25.32
39.35

11.18
17.30
36.35
47.46
68.34

Public Interruptible 3"
Public Interruptible 8"
Standby - City of Peoria
Central Arizona Project Raw

459
4.59
4.62

8.93
6.93
6.98

Commodity Rates

s
s
s

0.7200
1.1000
1.3160

N/A
NIA
NlA

NIA
N/A
NIA

0.7330
1.3540
1 .6900

5/8" Meter (Residential - Low Income)
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

s
$
s

s
s
$

0.7200
1.1000
13160

N/A
N/A
N/A

NIA
NIA
N/A

0.7330
1.3540
1 .7374

5/8" Meter (Residential)
From 1 to 4,000 Gallons
From 4,001 lo 1B,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

s
s
$

s
s
s

07200
1.1000
1.3160

NIA
N/A
NIA

N/A
N/A
NlA

0.7330
1.a540
1.7374

3/4" Meter (Residential)
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 18,000 Gallons
From 1 lo 3,000 Gallons
From 3,001 to 10.000 Gallons
Over 10,000 Gallons

$
s
s

s
$

1.1000
113160

N/A
N/A

N/A
N/A

1.3540
1 .7374

5/8" Meter (Commercial)
From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons

$
s



s
$

1.4280
1.7100

N/A
N/A

$
$

1.4250
1.7100

NlA
N/A

s
s

1.4280
1.7100

N/A
N/A

s
s

1.4280
1.7100

N/A
NIA

s
s

114280
1.7100

N/A
N/A

s
s

1.4280
1.7100

N/A
N/A

s
s

1.4280
1.7100

NI
Nl

I
I I

s
s

1.428
1.71

N/
NI

1,064s

1.064

1.0G4

1.064

1.064

1064

0.986

0.98

0.98

0.986

0.986

I s 0.817

0 0.817

I 0.986

0.851

_lll\lllll l Illllllll l
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RATE DESIGN

Present
Rates

Company
Proposed Rates

New Com party
Recommended Rates

s
s

1.1000
1.3160

N/A
NIA

NIA
NIA

113540
117374

Monthly Usage Charge
3/4" Meter (Commercial)

From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 lo 10,000 Gallons
From 10,001 to 10,000 Gallons

$
s

s
s

N/A
N/A

1.3540
1 .7374

1" Meter (Res., Comm.)
From 1 to 60,000 Gallons
Dver 60,000 Gallons
From 1 to 46,000 Gallons
Over 46,000 Gallons

1.1000
1.3150

N/A
NIA

$
s

s
s

11000
1.3160

N/A
N/A

N/A
N/A

1 .3540
1.7374

1%" Meter (Res., Comm.)
From 1 to 125,000 Gallons
Over 125,000 Gallons
From 1 to 106,000 Gallons
Over 106,000 Gallons

s
s

2" Meter
s
s

1,1000
13160

N/A
N/A

N/A
NIA

1 .3540
1.7374

(Res., Comm.)
From 1 to 190,000 Gallons
Over 190,000 Gallons
From 1 lo 175v000 Gallons
Over 175,000 Gallons

s
$

s
s

N/A
N/A

1.3540
1.7374

a" Meter (Res., Comm,)
From 1 to 840,000 Gallons
Over 340,000 Gallons
From 1 to 340,000 Gallons
Over 340,000 Gallons

1.1000
13160

N1A
N/A

s
s

s
s

.F

4" Meter (Res., Comm.)
From1 to 550,000Gallons
Over550,000 Gallons
From1 to 550,000 Gallons
Over550,000 Gallons

1.1000
13160

WA
NIL

s
s

NIA
NIA

1 .3540
1.7374

s
s

N/A
NIA

1.3540
1.7374

6" Meier (Res., Com m.)
From 1 to 700,000 Gallons
Over 700,000 Gallons
From 1 to 700,000 Gallons
Over7oo.oo0 Gallons

1.100C
131SC

NIL
N/A

s
s

B" Meier
s
s

NIA
NIA

13540
1 .7374

(Res.,Comm.)
From1 lo 1,450,000Gallons
Over1,450,000 Gallons
From 1 to 1,430,000 Gallons
Over 1,430,000Gallons

1.100c
1316(

N/;
nu

s
s

s 0.B20( s 1 .0645

0.8201 1.0645

08201 1.0645

08201 1 .0645

0.B201 r 1 .0645

Irrigation 1"
All Gallons

Irrigation 1.5"
All Gallons

Irrigation 2"
All Gallons

Irrigation 3"
All Gallons

Irrigation 4"
All Gallons

Irrigation 6"
All Gallons 0.820~ I 1 .0645

0.780' 0.9866

0.760 i 0.9866

0.760 s 0.9866

0.760 s 09866

Private Fire 3"
All Gallons

Private Fire 4"
All Gallons

Private Fire 6"
All Gallons

Private Fire 8"
All Gallons

Private Fire 10"
All Gallons

0760 5 0.9866

$ 0.630 a $ 0.9866

0.63C a 0.9866

0.76C 5 0.9866

Public Interruptible 3"
All Gallons

Public Interruptible 8"
All Gallons

Standby - City of Peoria
All Gallons

CentralArizona Project Raw
All Gallons 0.es= 3

i

0.8513



Line Meter TQtal
Service Line and
Meter Installation Charges TotalMeterLine TotalMeterLine

$ $ s SOO
575
660
900

1.525
2,220
2,165
2,960
a,se0
4,265
6,035
7,750

130
205
240
450
945

1,640
1.420
2,195
2,270
3.145
4,425
6,120

370
370
420
450
580
580
745
765

1 .090
1 ,120
1 ,610
1 ,630

5/8" Meter
3/4" Meier
1" Meter
kw' Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter
Over 6"

Service Charges

s $130
205
240
450
945

1,640
1,420
2,195
2,270
3,145
4,425
6,120

500
575
660
900

1 ,525
2,220
2.165
2.960
s,a60
4.265
6.035
7.750

Cost Cost

$  3 7 0
370
420
450
580
580
745
765

1,090
1,120
1,610
1,630

Cost

500
575
660
900

1 ,525
2,220
2,155
2,960
3,360
4,265
6,035
7,750

$  3 7 0
370
420
450
580
580
745
765

1,090
1,120
1,610
1,630

Cost

s  1 3 0 $
205
240
450
945

1,640
1,420
2,195
2,270
3,145
4,425
6,120

Cost Cost

s 30.00
4000
10.00
10.00
500
(a  )
(a  )
( b )

Establishment andlor reconnection
Establishment andlor reconnection (After Hours)
Meter Test
NSF Check
Meter Re-Read
Deposit
Deposit Interest
Collection of any privilege, sales, use and franchise taxes

Per Commission Rule A.A.C. R-14-2-4038
Per Commission Rule A.A.C. R-14-2-409D

(a l
b)

s 30.00
40.00
10.00
10.00

5.00
(a  )
(a  )
( b )

$ 30.00
40.00
10.00
10.00

s a o
(a )
(s  )
(b  )

Company
Proposed Rates

IIII
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RATE DESIGN

Present
Rates

New Com party
Recommended Rates



5/8 X 3/4" 5/8 x 3/4"

6.33

0.1200

Minimum Charge S

1st Tier Rate

1st Tier Breakover 4,000

1.10002nd Tier Rate

2nd Tier Breakover 18,000

1.3160SM Tier Rate

sMinimumCharge

it Tier Rate

8.20

0.9350

1st Tia' Breakover 4,000

1.42802nd Tier Rate

2nd Tier Breakover 18,000

3rd Tier Rate 1.7100

lllllllll\l H l ll l
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Typical Bill Analysis

Residential 5/8 & 3/4 Inch Meters

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 8.269 s 13.91 s 18.04 s 4.13 29.70%

Median Usage s.4a1 11.88 15.41 s 3.53 29.68%

Stall Recommended

Average Usage 8,269 s 13.91 s 17.33 s 3.43 24.65%

Median Usage 6,481 11.88 14.84 s 2.96 24.91%

Present a. Proposed Rates (Without Taxes)
Residential 5/8 & 3/4 Inch Meters

Gallons Present
Company
Proposed %

New Company
Recommended *as

5/8 X 3/4"

Winirnum Charge $

1st Tier Rate

8.00

0.7330

st Tier Breakover a,00o

2nd Tier Rate 1 .3540

d Tier Breakover 10,000

1 .6900

Consumption Rates Increase Increase
s

Rates
6.33
7.05
7.77
8.49
9.21

10.31
11.41
11.8B
12.51
13.61
13.91
14.71
15.81
16.91
18,01
19.11
20.21
21 .31
22.41
23.51
24.61
25.93
27.24
33.82
40.40
46,98
53.56
60.14
66.72
99.62

132.52

s 8.20
9.14

10.07
11 .01
11 .94
13.37
14.80
15.41
16.22
17.65
18.04
19.08
20.51
21 .94
23.36
24.79
26.22
27.65
29.08
30.50
31 .93
33.64
35.35
43.90
52.45
61 .of
69,55
78.10
86.55

129.40
172.15

29.54% s
29.57%
29.60%
29.62%
29.64%
29.66%
29.68%
29.68%
29.69%
29.70%
29.70%
29.71 %
29.72%
29.72%
29.73%
29.73%
29.74%
29.74%
29.75%
29.75%
29.75%
29,76%
29.77%
29.80%
29.83%
29.84%
29.85%
29.86%
29.87%
29.89%
29.90%

3rd Tier Rate
Rates

8.00
8.73
9.47

10.20
11 .55
12.91
14.26
14.84
15.62
16.97
17.33
18.32
19.68
21 .37
23.06
24.75
26.44
28.13
29.82
31 .51
33.20
34.89
3658
45.03
53.48
61 .93
70.38
78.83
87.28

129.53
171 .78

26.38%
23.87%
21 .83%
20.13%
25.44%
25.19%
24.99%
2491%
24.82%
24.68%
24.65%
24.56%
24.46%
26.36%
28.02%
29.50%
30.81%
31 .99%
33.05%
34.02%
34.89%
34.56%
34,27%
33.13%
32.36%
31 .81 %
31 ,39%
31 ,07%
30.81%
30.02%
29,62%

1,000
2.000
s,000
4,000
5.000
6,000
e,4a1
7,000
8.000
0,269
9,000

10,000
11,000
12,000
13,000
14,000
15,000
10,000
11,000
18,000
19,000
20,000
25,000
30.000
35,000
40,000
45,000
50,000
75,000

100,000



LINE

no.

CUS TOMER

CLAS S

CURRENT RATES

AVERAGE MEDIAN

USAGE DOLLARS USAGE DOLLARS

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

35

36

37

38

Residential 5/8"-Ll*
Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1 .5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible s"

Public Interruptible 8"
Standby - City of
Peoria
Central Arizona
Project Raw

$
$
$
$
$
$
$

$

13.61
13.91
13.91
38.17

112.57
151.57
311.87

N/A
268.17

N/A

8,000
8,269
8,269

19,791
71 ,637
91,303

204,575
N/A

81,513
N/A

$
$
$
$
$
$
$
$

6,722
5,722

21,916
51,027

103,262
253,459
957,823

3,365,733
N/A

13.72
13.72
40.51
89.90

164.73
365.64

1 ,276.70
4,456.61

N/A

$

s

290,865
N/A

364,664
N/A
N/A
N/A

254.97
N/A

350.17
N/A
N/A
N/A

$
s
$
$

7.60
11.39
15.83
25.32

N/AN/A

N/A N/A

4.59s

N/AN/A

359.18547,698 $

$
$
$
$
$
$
$

s

6,000
6,431
6,431
8,586

57,843
63,613

210,281
NlA

44,500
N/A

11.41
11,88
11.88
25.84
97.40

121.11
318.15

N/A
227.46

N/A

$
$
$
$
$
$
$
$

1,230
1,230
9,650

19,188
58,278
96,000

773,500
1,212,500

NlA

7.68
7.68

27.02
54.88

115,25
192.44

1,034.13
1,622.96

N/A

$

$

225,500
N/A

34,500
N/A
N/A
.N/A

201 .37
N/A

79.44
N/A
N/A
N/A

$
$
$
$

7.60
11.39
15,83
25.32

N/AN/A

N/AN/A

4.59s

N/A N/A

46.0570,214 $

III
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TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

*Average and median billing data for 5/8" and 3/4" has been combined



LINE

no.

CUSTOMER

CLASS

COMPANY RECGMMENDED

AVERAGE MEDIAN

AVERAGE CHANGE PERCENT MEDIAN CHANGE PERCENT

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72

73

74

75

76

Residential 5/8"-Ll*
Residential 5/8""
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential s"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public interruptible 8"
Standby - City of
Peoria
Central Arizona
Project Raw

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$$

29.70%
29.70%
29.70%
27.75%
27.30%
29.30%
35.74%

N/A
96.29%

N/A

4.04
4.13
4.13

10.59
30.73
44.41

111.46
N/A

258.23
N/A

17.65
18.04
18.04
48.76

143.30
195.98
423.33

N/A
526.40

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

4.07
4.07

11.29
23.97
48.33

127.49
411 .08

1,511 .39
N/A

29.69%
29.69%
27.87%
26.66%
29.34%
34.87%
32.20%
33.91 %

N/A

17.80
17.80
51.80

113.87
213.06
493.14

1,687.78
5,968.00

N/A

$

$

$

$

75.16
N/A

103.61
N/A
N/A
N/A

29.48%
N/A

29.59%
N/A
N/A
N/A

330.13
NlA

453.78
N/A
N/A
N/A

$
$
$
$

$
$
$
$

3.88
5.91

20.52
22.14

N/A

11 .48
17.30
36.35
47.46

N/A

51 .05%
51 .89%

129.63%
87.44%

N/A

N/A N/AN/A

2.34 50.98%6.93 $$

AN/AN/A N/

|107.07 29.81°/$ 466.26 $

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$$

29.68%
29.68%
29.68%
26.76%
26.90%
29.17%
35.62%

N/A
108.19%

N/A

3.39
3.53
3.53
6.92

26.20
35.33

113.33
N/A

246.09
N/A

14,80
15.41
15.41
32.76

123.60
156.44
431 .48

N/A
473.55

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

2.27
2.27
7.27

13.52
33.58
75.85

338.46
663.02

N/A

29.59%
29.59%
26.89%
24.64%
29.13%
39.41 %
32.73%
40.85%

N/A

9.96
9.96

34.28
68.40

148.82
268.29

1 ,372.59
2,285.98

N/A

$

$

$

$

29.39%
N/A

28.81%
N/A
N/A
N/A

59.17
N/A

22.89
N/A
NIA
N/A

260.54
N/A

102.33
N/A
N/A
N/A

$
$
$
$

$
$
$
$

A

51 .05%
51 .89%

129.63%
87.44%

N/

3.88
5.91

20.52
22.14

N/A

11 .48
17.30
36.35
47.46

N/A

AN/N/AN/A

2.34 50.98V6.93 $$

AN/N/AN/A

29.81°13.7359.77 $$
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TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

*Average and median billing data for 5/8" and 3/4" has been combined



LINE

no .
CUSTOMER

CLASS

NEW COMPANY RECOMMENDED

AVERAGE MEDIAN

AVERAGE CHANGE P ERCENT MEDMN CHANGE P ERCENT

77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

100
101
102
103
104
105
106
107
108
109
110

111

112

113

114
115

Residential 5/8"-Ll*
Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1 /511
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1,5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

irrigation 1"
Irrigation 1.5"
Irrigation 2"
irrigation s"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public Interruptible 8"
Standby - city of

P eoria
Central Arizona

Project Raw

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$$

(0.64)
3.43
3.43
9.13

25.43
37.65
96.32

N/A
252.1 g

N/A

-4.71 %
24.55%
24.65%
23.91%
22.59%
24.a4%
30.89°/o

N/A
94.04%

N/A

12.97
17.33
17.33
47.30

138.00
189.22
408.19

N/A
520.37

N/A

$
$
s
$
$
$
$
$

$
$
$
$
$
$
$
$

3.38
3.38
9.67

20.19
40.69

108.74
381.56

1,532.63
NIA

24.61 %
24.61%
23.86%
22.46%
24.70%
29.74%
29.89%
34.39%

N/A

17.10
17.10
50.17

110.09
205.42
474.38

1,658.25
5,989.24

N/A

$ $

$$

75.16
N/A

103.61
N/A
N/A
N/A

29.48%
N/A

29.59%
N/A
N/A
N/A

330.13
NlA

453.78
N/A
N/A
N/A

$
$
$
$

$
$
$
$

4

11.18
17.30
36.35
47.46

N/A

3.58
5.91

20.52
22.14

N/A

47.11%
51 .89%

129.63%
87.44%

N/

AN/N/AN/A

a2.34 50.98°/$ 6.93 $

AN/A N/A N/

o107.07 29.81°/466.26 S$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$$

-10.07%
24.91 %
24.91 %
24.30%
22.51 %
25.28%
30.73%

N/A
106.74%

N/A

(1 .15)
2.96
2.96
6.28

21 .92
30.62
97.77

N/A
242.79

N/A

10.26
14.84
14.84
32.13

119.32
151.73
415.92

N/A
470.25

N/A

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

25.80%
25.80%
24.25%
22.06%
25.39%
35.72%
29.39%
38.53%

N/A

1 .98
1.98
6.55

12.10
29.26
68.74

303.88
625.26

NIA

9.57
9.67

33.57
66.98

144.51
261.18

1,338.01
2,248.22

N/A

$

$

$

s

29.39%
N/A

28.81 %
N/A
N/A
N/A

59.17
N/A

22.89
N/A
N/A
N/A

260.54
N/A

102.33
N/A
N/A
N/A

$
$
$
$

$
$
$
$

1

o

A

47.11%
51 .89%

129.63°/
87.44°/

N/

3.58
5.91

20.52
22.14

N/A

11.18
17.30
36.35
47.46

N/A

AN/NlAN/A

50.98°/2.346.93 $$

AN/NlANlA

29.81 o13.7359.77 $$

II

Exh . TMB-RJ3 (Revised)

page 11

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

r

*Average and median billing data for 5/8" and 3/4" has been combined
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EXHIBIT

6- 4
Title 14. Ch Arizona Administrative Code

Corporation Commission - Fixed Utilities

5.
c.

c.

d.
e.

f_

g.

h .

W here the meter or service line location on the cos
tamer's premises is changed at the request of the cos
tamer or due to alterations on the customer's premises
the customer shall provide and have installed at his
expense all piping necessary for relocating the meter and
the utility may make a charge for moving the meter and/
or service line
The customer's lines or piping must be installed in such a
manner as to prevent cross-connection or backflow
Each utility shall tile a tariff for service and meter install
lotions for Commission review and approval

Easements and rights-of-way
l . Each customer shall grant adequate easement and right

of-way satisfactory to the utility to ensure that customer's
proper service connection. Failure on the part of the cos
tamer to grant adequate easement and right-of-way shall
be grounds for the utility to refuse service
When a utility discovers that a customer or his agent is
performing work or has constructed facilities adjacent to
or within .an easement or right-of-way and such work,
construction or facility poses ahazardor is in violation of
federal. state or local laws. ordinances. statutes. rules or
regulations, or significantly interferes with the utility's
access to equipment, the utility SMH notify the customer
or his agent and shall take whatever actions are necessary
to eliminate the hazard. obstruction or violation at die
customer's expense

Historical Note
Adopted effectiveMarch 2, 1982 (Supp. 82-2). Amended

subsection (B) effective September 28, 1982
(Supp. 82-5)

2.

D.

B.

2.

E.

R14-Z-406. Main extension agreements
A. Each utility entering into a main extension agreement shall

comply with the provisions of this mle which specifically
defines the conditions governing main extensions
An applicant for the extension of mains may be required to pay
to the Company, as a refundable advance in aid of construe
son. before construction is commenced. the estimated reason
able cost of all mains, including adj valves and fittings
l . In the event that additional facilities are required to pro

vide pressure, storage or water supply, exclusively for the
new service or services requested, and the cost of the
additional facilities is disproportionate to anticipated rev
venues to be derived from future consumers using these
facilities. the estimated reasonable cost of such additional
facilities may be included in refundable advances in aid
of construction to be paid to the Company
Upon request by a potential applicant for a main extent
Zion, the utility shall prepare, without charge, a prelims
nary sketch and rough estimate of the cost of installation
to be paid by said applicant. Any applicant for a main
extension requesting the utility to prepare detailed plans
specifications, or cost estimates may be required to
deposit with the utility an amount equal to the estimated
cost of preparation. The utility shall, upon request, make
available within 45 days after receipt of the deposit
referred to above, such plans, specifications, or cost est
mates of the proposed main extension. Where the apply
cant accepts utility construction of the extension, the
deposit shall be credited to the cost of construction, other
wise the deposit shall be nonrefundable. If the extension
is to include oversizing of facilities to be done at the util
tty's expense, appropriate details shall be set forth in the
plans, specifications and cost estimates F.

Where the utility requires an applicant to advance funds
for a main extension, the utility shall famish the applicant
with a copy of the Commission rules on main extension
agreements prior to the applicant's acceptance of the util
tty's extension agreement
In the event the utility's actual cost of construction is less
than the amount advanced by the customer, the utility
shall make a refund to Me applicant within 30 days tier
the completion of the construction or utility's receipt of
invoices related to that construction
The provisions of this rule apply only to those applicants
who in die utility's judgment will be permanent custom
ere of the utility. Applications for temporary service shall
be governed by die Commission's rules concerning tem
horary service applications

Minimum written agreement requirements
l . Each main extension agreement shall include the follow

in information
a. Name and address of applicant(s)
b. Proposed service address

Description of requested service
Description and map of the requested line extension
Itemized cost estimate to include materials. labor
and other costs as necessary
Payment terms
A clear and concise explanation of any refunding
provisions, if applicable
Utility's estimated start date and completion date for
construction of the main extension

Each applicant shall be provided with a copy of the writ
ten main extension agreement.

RefUnds of advances made pursuant to this mle shall be made
in accord with the fo'lowing method: the Company shall each
year pay to the party making an advance under a main extent
Zion agreement, or that party's assignees or other successors in
interest where the Company has received notice and evidence
of such assignment or succession, a minimum amount equal to

% of the total gross annual revenue from water sales to each
bona fide consumer whose service line is connected to main
lines covered by the main extension agreement, for a period of
not less than 10 years. Reliinds shall be made by the Company
on or before the 3 let day of August of each year, covering any
retimes owing ham water revenues received during the pre
ceding July let to June 30th period. A balance remaining at the
end of die ten-year period set out shall become non-relhnd
able. in which case the balance not refunded shall be entered
as a contribution in aid of construction in the accounts of the
Company, however, agreements under this general order may
provide that any balance of the amount advanced thereunder
remaining at the end of the ll) year period set out, shall there
otter remain payable in whole or in pan and in such manner as
is set fords in the agreement. The aggregate refunds under this
rule shall in no event exceed the total of the refundable
advances in aid of construction. No interest shall be paid by
the utility on any amounts advanced. The Company shall make
no refunds from any revenue received from any lines, other
than customer service lines, leading up to or taldng off from
the particular main extension covered by the agreement
Amounts advanced in aid of construction of main extensions
shall be refunded in accord with the rules of this Commission
in force and effect on the date the agreement therefor was exe
cited. All costs under main extension agreements entered into
alter the adoption of this rule shall be refunded :B provided
herein
The Commission will not approve the transfer of any Certify
care of Public Convenience and Necessity where the transferor

Supp. 06-2
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B.

6.

4.

5.

Title 14, Ch. 2.

K.

2.

D.

L. 2.

has entered into a main extension agreement, unless it is dem-
onstrated to the Commission that the transferor has agreed to
satisfy the retime agreement, or that the transferee has
assumed and has agreed to pay the transferor's obligations
under such agreement.

G All agreements entered into under this rule shall be evidenced
by a written statement, and signed by the Company and the
parties advancing the binds for advances in aid under this rule
or the duly authorized agents of each.
The size, design, type and quality of materials of the system,
installed under dies rule location in the ground and the manner
of installation, shall be specified by the Company, and shall be
in accord with the requirements of the Commission or other
public agencies having authority therein. The Company may
install main extensions of any diameter meeting the require-
ments of the Commission or any odder public agencies having
authority over the construction and operation of the water sys-
tem and mains, except individual main extensions, shall com-
ply with arid conform to the following minimum
specifications:
1. 150 p.s.i. working pressure rating and
2. 6" standard.diameter.
However, single residential customer advances in aid of con-
struction shall not exceed the reasonable cost of construction
of the 6-inch diameter main extension.
All pipelines, valves, fittings, wells, tanks or other facilities
installed under this rule shall be the sole property of the Com-
pany, and parties malting advances in aid of construction under
this rule shall have no right, title or interest in any such facili-
ties.
The Company shall schedule all new requests for main exten-
sion agreements, and for service under main extension agree-
ments, promptly and in the order received.
An applicant for service seeking to enter into a main extension
agreement may request that the utility include on a list of con-
tractors from whom bids will be solicited, the name(s) of any
bonded contractor(s), provided that all bids shall be submitted
by the bid date stipulated by die utility. If a lower bid is thus
obtained or if a bid is obtained at an equal price and with a
more appropriate time of perfonnance, and if such bid contem-
plates conformity with the Company's requirements and speci-
tications, theCompany shall be required to meet the terms and
conditions of the bid proffered, or to enter into a construction
contract with die contractor proffering such bid. Performance
bond in the total amount of the contract may be required by the
utility loom the contractor prior to construction.
Any discounts obtained by the utility from contracts termi-
nated under this rule shall be accounted for by credits to the
appropriate account dominated as Contributions in Aid of
Construction.

M . All agreements under this rule shall be tiled with and approved
by the Utilities Division of the Commission. No agreement
shall be approved unless accompanied by a Certificate of
Approval to Construct as issued by the Arizona Department of
Health Services. Where agreements for main extensions are
not filed and approved by the Utilities Division, the refundable
advance shall be immediately due and payable to the person
malting the advance. ..

3.

Historical Note
Adopted elective March 2, 1982 (Supp. 82-2). Amended

subsections (D) and (K) effective September 28, 1982
(Supp. 82-5). Amended to correct subsection numbering

(Supp. 99-4).

R14-2-407. Provision of service
A. Utility responsibility. Each utility shall be responsible for pro-

viding potable water to the customer's point of delivery.
Customer responsibility
l . Each customer shall be responsible for maintaining all

facilities on the customer's side of the point of delivery in
a safe and efficient manner and in accordance with the
rules of the state Department of Health.
Each customer shall be responsible for safeguarding all
utility property installed in or on the customer's premises
for the purpose of supplying water to that customer.
Each customer shall exercise all reasonable care to pre-
vent loss or damage to utility property, excluding ordi-
nary wear and tear. The customer shall be responsible for
loss of or damage to utility property on the customer's
premises arising from neglect, carelessness, or misuse
and shall reimburse the utility for the cost of necessary
repairs or replacements.
Each customer shall be responsible for payment for any
equipment damage resulting from unauthorized brealdng
of seals, interfering, tampering or bypassing the utility
meter.
Each customer shall be responsible for notifying the util-
ity of any failure identified in the utility's equipment.
Water furnished by the utility shall be used only on the
customer's premises and shall not be resold to any other
person. During critical water conditions, as determined
by the Commission, the customer shall use water only for
those purposes specified by the Commission. Disregard
for dies rule shall be sufficient cause for refusal or discon-
tinuance of service.

Continuity of service. Each utility shall make reasonable
efforts to supply a satisfactory and continuous level of service.
However, no utility shall be responsible for any damage or
claim of damage attributable to any interruption or discontinu-
ation of service resulting from:
l . Any cause against which the utility could not have rea-

sonably foreseen or made provision for, i.e., force
majeure
Intentional service intemxptions to make repairs or per-
form routine maintenance

3. Curtailment.
Service interruptions
l . Each utility shall make reasonable efforts to reestablish

service within die shortest possible time when service
interruptions occur.
Each utility shall make reasonable provisions to meet
emergencies resulting from failure of service, and each
utility shall issue instructions to its employees covering
procedures to be followed in the event of emergency in
order to prevent or mitigate interruption or impairment of
service.
in the event of a national emergency or local disaster
resulting in disruption of normal service, the utility may,
in the public interest, interrupt service to other customers
to provide necessary service to civil defense or other
emergency service agencies on a temporary basis until
normal service to these agencies can be restored.
When a utility plans to interrupt service for more than
four hours to perform necessary repairs or maintenance,
the utility shall attempt to inform affected customers at
least 24 hours in advance of the scheduled date and esti-
mated duration of the service interruption. Such repairs
shall be completed in the shortest possible time to mini-
mize the inconvenience to die customers of the utility.

4.
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E.

The Commission shall be notified of interruptions in ser-
vice affecting the entire system or any major division
thereof. The intemiption of service and cause shall be
reported within four hours after the responsible represen-
tative of the utility becomes aware of said interruption by
telephone to the Commission and followed by a written
report to the Commission.

Minimum delivery pressure. Each utility shall maintain a min-
imum standard delivery pressure of20 pounds per square inch
gauge (PSIG) at the customer's meter or point of delivery.
Construction standards. Each utility shall construct all facili-
ties in accordance wide the guidelines established by the state
Department of Health Services.

Historical Note
Adopted effective March 2, 1982 (Supp. 82-2). Amended

subsection (F) effective September 28, 1982
(Supp. 82-5). Amended to correct subsection numbering

(Supp. 99-4).

5.

b.
c.

Arizona Administrative Code

Corporation Commission - Fixed Utilities

5.

3.

meter is found to be in error by more than 3%, no meter testing
fee will be charged to the customer,

Historical Note
Adopted effective March 2, 1982 (Supp. 82-2). Amended

to correct subsection numbering (Supp. 99-4).

b.

c.
d.

6.

B.
c.

2.
2.

R14-2-409. Billingand collection
A. Frequency and estimated bills

1. Each utility shall bill monthly for services rendered.
Meter readings shall be scheduled for periods of not less
than 25 days or more than 35 days.
If the utility is unable to read the meter on the scheduled
meter read date, the utility will estimate the consumption
for the billing period giving consideration to the follow-
ing factors where applicable: .
a. The customer's usage during the same month of the

previous year
b. The amount of usage during the preceding month.
After the second consecutive month of estimating the
customer's bill for reasons other than severe weather, the
utility will attempt to secure an accurate reading of the
meter.
Failure on the part of the customer to comply with a rea-
sonable request by the utility for access to its meter may
lead to the discontinuance of service.
Estimated bills will be issued only under the following
conditions:
a. Failure of a customer who read his own meter to

deliver his meter reading card to the utility in accor-
dance with the requirements of the utility billing
cycle.
Severe weather conditions which prevent the utility
from reading the meter.
Circumstances that make it dangerous or impossible
to readthe meter, i.e., locked Gates, blocked Meters,
vicious or dangerous animals, etc.

Each bill based on estimated usage will indicate that it is
an estimated bill.

Combining meters, minimum bill information
1. Each meter at a customer's premises will be considered

separately for billing purposes, and the readings of two or
more meters will not be combined.
Each bill for residential service will contain the following
minimum information:

Date and meter reading at the start of billing period
Previous month's meter reading

3.

D.

E. c.

2.

F.

R14-Z-408. Meterreading
A. Frequency. Each meter shall be read monthly on as close to the

same day as practical.
Measuring of service
1. All water delivered by the utility shall be billed upon the

basis of metered volume sales except that the utility may,
at its option, provide a ì v<ed charge schedule for the fol-
lowing:
a. Temporary service where the water use can be

readily estimated
Public and private fire protection service
Water used for street springing and sewer flushing,
when provided for by contract between the utility
and the municipality or other local governmental
authority
Other fixed charge schedules as shall be submitted
to and approvedby the Commission.

When there is more than one meter at a location, the
metering equipment shall be so tagged or plainly marked
as to indicate the facilities being metered.

Customer requested retreads
I. Each utility shall at the request of a customer reread the

customer's meter within 10 worldng days alter such
request by the customer.
Any rereads shall be charged to the customer at a rate on
file and approved by the Commission, provided that the
original reading was not in error.
When a reading is found to be inerror,the reread shall be
at no Ch3.I'gc to the customer.

Access to customer premises. Each utility shall have the right
of safe ingress to and egress from the customer's premises at
all reasonable hours for any purpose reasonably connected
with the utility's property used in furnishing service and the
exercise of any and all rights secured to it by law or these
rules.
Meter testing and maintenance program. Each utility shall
establish a regular program of meter testing taking into
account the following factors:
l . Size of meter
2. Age of meter
3. Consumption
4. Characteristics of water.
Customer requested meter tests. A utility shall test a meter
upon customer request and each utility shall be authorized to
charge the customer for such meter test according to the tariff
on file and approved by the Commission. However, if the

a.
b. .
c. Billed usage
d. Utility telephone number
e. Customer's name
f. Service account number (if available)
g. Amount due and due date
h. Past due amount (where appropriate)
i. Adjustment factor, where applicable
j. Other approved tariff charges.

Billing terms
l . All bills for utility services are due and payable when ren-

dered. Any payment not received within 15 days from the
date the bill was rendered shall be considered delinquent.
For purposes of this rule, the date a bill is rendered may
be evidenced by:
a. The postmark date
b. The mailing date:

i. Certified mail
ii. Certificate of mailing.

Supp. 06-2
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SERVICE AND FACILITIES § 40-334

B. Every public service corporat ion  shal l  a l low every electr ici ty supplier
and sel f-generator  of electr ici ty access to electr ic t r ansmission  service and
electr ic distr ibution  service under  rates and terms and condit ions of service
that  are just  and reasonable as determined and approved by regulatory ager
cits that have jurisdiction over electric transmission service and electric distri
button service.  Nothing in  this subsection limits the access of a public power
en t i ty as defined in  § 30-801 to the t r ansmission  services of publ ic service
corporations in  accordance with the federal power act,  16 United States Code

Amended by Laws 2000, Ch. 53, § 18. off. March 26, 2000

Historical and Statutory Notes

Reviser's Notes
L¢iw5 1912, Ch. 90, § 41
Civ.Code 1913, § 2317
Rev.Code 1928, § 698
Code 1939, § 69 227

2000 Note. Pursuant to authority of § 41
1304.02. in subsection B. first >entence the
spelling of ">elf~generator" was corrected

Library References

Pub'lc Utilities O145
WESTLAW Topic No. 317A
C.J.S. Pubic Utilities §§ 18, 65 to 67

§  4 0 - 3 3 3 . Repealed by Laws 1983, ch. 61, § 2

Historical and Statutory Notes

The repelled section, which related to the
duty of a common carrier to provide for the
efficient interchange and transfer of passengers
tonnage, and cars without discrimination be
tween lines owned, operated, or leased by it and
the lines of every other common carrier, was
derived from

Laws 1912, Ch. 90, § 22
Civ.Code 1913, § 2298
Rev.Code 1928, § 681
Code 1939 § 69-210

For purpos e of Laws  1983, Ch. 61, s ee  Aviator

§ 40-334. Discrimination between persons, localities or classes of service
as to rates, charges, service or facilities prohibited

.
I A. A public serv ice corporation shall  not, as to rates, charges, service

facilities or in any other respect, make or grant any preference or advantage to
any person or subject any person to any prejudice or disadvantage

_ B. No public service corporation shall establish or maintain any unreason
able difference as to rates, charges, service, facilities or in any other respect
€1ther between localities or between classes of service

C. The commission may determine any question of fact arising under this
Section

Historical and Statutory Notes

Law51912 ch.90,§ 19
C1v.Code 1913, § 2295

Rev.Code 1928, § 679
Code 1939, § 69-208

EXHIBIT



Title 18, ch. 4 A Arizona A administrative Code

Department of Environmental Quality .- Safe Drinking Water

repealed, new Section adopted effective June 3, 1998
(Supp. 98-3). Amended by final Rulemaking at 7 A.A.R.
5067, effective October 16, 2001 (Supp. 01-4). Section

R18-4-403 renumbered to R1 '8~4-402 by final mlernaking
at 8 A.A.R. 973, effective February 19, 2002 (Supp. 02-
1). New Section made by final rulemaldng at 8 A.A.R.

3046, effective May 1, 2002 (Supp. 02-3).
2.

R18-4-404. Repealed

R18-4-405.

Historical Note
Adopted effective April 28, 1995 (Supp. 95-2). Amended

effective December 8, 1998 (Supp. 98-4). Section
repealed by final Rulemaking at 8 A.A.R. 973, effective

February 19, 2002 (Supp. 02-1).

Repealed

HistoricalNote
Adopted effective April 28, 1995 (Supp. 95-2). Amended

effective December 8, 1998 (Supp. 98-4). Section
repealed by final Rulemaking at 8 A,A.R. 973, effective

February 19, 2002 (Supp. 02-1).

ARTICLE 5. MINIMUM DESIGN CRITERIA

R18-4-501. Siring Requirements
To the extent practicable, a new public water system or an exten-
sion to an existing public water system shall be geographically
located to avoid a site which is:

1. Subject to a significant risk from earthquakes, floods,
tires, or other disasters which could cause a breakdown of
the public water system or portion thereof; or
W ithin the f lood plain of a 100-year f lood, except for
intake structures and properly protected wells.

Historical Note
Adopted effective April 28, 1995 (Supp. 95-2).

D.

B.

the water and sewer mains in at least 6 inches of
concrete for at least 10 feet beyond the area covered
by this subsection (C)(1)(a),
W ithin 2 feet horizontally and 2 feet below the
sewer main.

No water pipe shall pass through or come into contact
with any part of a sewer manhole. The minimum horizon-
tal separation between water mains and manholes shall be
6 feet, measured from the center of the manhole.
The minimum separation between force mains or pres-
sure sewers and water mains shall be 2 feet vertically and
6 feet horizontally under all conditions. Where a sewer
force main crosses above or less than 6 feet below a water
line, the sewer main shall be encased in at least 6 inches
of concrete or constructed using mechanical joint ductile
iron pipe for 10 feet on either side of the water main.
The separation requirements do not apply to building,
plumbing, or individual house service connections.
Sewer mains (gravity, pressure, and force) shall be kept a
minimum of 50 feet from wells unless the following con-
ditions are met:
a. Water main pipe, pressure tested in place ro 50 psi

without excessive leakage, is used for gravity sewers
at distances greater than 20 feet from water wells, or
Water main pipe, pressure tested in place to 150 psi
without excessive leakage, is used for pressure sew-
ers and force mains at distances greater than 20 feet
from water wells. "Excessive leakage" means any
amount of leakage which is greater than that permit-
ted under the AWWA Standard applicable to the par-
ticular pipe material or valve type.

Requests for authorization to use alternate construction
techniques, materials, and joints shall be reviewed by the
Department, and such requests may be approved on a
case-by-case basis.

A public water system shall not construct or add to its system a
well which is located:
l . W ithin 50 feet from existing sewers unless the sewer

main has been constructed in accordance with subsection
(C)(5)(a) or (b) of this Section;
Within 100 feet of any existing septic tank or subsurface
disposal system,
W ithin 100 feet of  a discharge or activity which is
required to obtain an Individual Aquifer Protection Per-
mit, pursuant to A.R.S. §§ 49-241(A) through 49-25 I,
W ithin 100 feet of  an underground storage tank as
defined in A.R.S. § 49-l001(17), or
Within 100 feet of hazardous waste facilities operated by
large quantity generators and treatment, storage, and dis-
posal facilities regulated under the Arizona Hazardous
Waste Management Act, A.R.S. § 49-921 et seq.

c.
Historical Note

Adopted effective April 28, 1995 (Supp. 95-2).

R18-4-502. Minimum Design Criteria
A. A public water system shall be designed using good engineer-

ing practices. A public water system which is designed in a
manner consistent with the criteria contained in Engineering
Bulletin No. 10, "Guidelines for the Construction of W ater
Systems," issued by the Arizona Department of Health Ser-
vices, May 1978 (and no future editions), which is incorpo-
rated herein by reference and on file with the Office of the
Secretary of State, shall be considered to have been designed
using good engineering practices. Other system designs shall
be approved if the applicant can demonstrate that the system
will function properly and may be operated reliably in compli-
ance with this Chapter. Minimum design criteria which are not
subject to modification are listed in this Section.
A potable water distribution system shall be designed to main-
tain and shall maintain a pressure of at least 20 pounds per
square inch at ground level at all points in the distribution sys-
tem under all conditions of flow.
Water and sewer mains shall be separated in order to protect
public water systems from possible contamination. All dis-
tances are measured perpendicularly from the outside of the
sewer main to the outside of the water main. Separation
requirements are as follows:
1. A water main shall not be placed:

a. Within 6 feet, horizontal distance, and below 2 feet,
vertical distance, above the top of a sewer main
unless extra protection is provided. Extra protection
shall consist of constructing the sewer main with
mechanical joint ductile iron pipe or with slip-joint
ductile iron pipe if joint restraint is provided. Alter~
rate extra protection shall consist of encasing both

B.

R18-4-503. Storage Requirements
A. The minimum storage capacity for a CWS or a noncommunity

water system that serves a residential population or a school
shall be equal to the average daily demand during the peak
month of the year. Storage capacity may be based on existing
consumption and phased as the water system expands.
The minimum storage capacity for a multiple-well system for
a CWS or a noncommunity water system that serves a residen-
tial population or a school may be reduced by the amount of
the total daily production capacity minus the production from
the largest producing well.

EXHIBIT
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Durability. Due to a variety of factors, distribution lines lose
strength and carrying capacity with time, and appear penances may
fail by locking in position. Those that can continue in service
for long periods of time, without a significant number of breaks
or serious loss of flow capacity and require less maintenance,
are sometimes better choices even if they are more expensive or
difficult to install.

7. Compatibility with soils, backfill and bedding materials.

8. Ease of tapping pipes for service connections.

Pipe, fittings, valves, fire hydrants, and other appear penances shall
conform to the current standards of the American Water Works Associate
son, the American Standards Association, or the Federal Government.
In addition, plastic pipeand fittings must bear the seal of the
National Sanitation Foundation.

C. WATER MAIN AND SYSTEM DESIGN

1.. DISTRIBUTION SYSTEM CONFIGURATION. The configuration of the dis-
tribution system is determined primarily by size and location of
water demands, street patterns, location of treatment and storage
facilities and topography. Wherever possible, water mains shall
be of looped or circulating configuration. This provides for
equalization of pressure and flow and considerably improves opera-
tional flexibility under varying operating conditions.

The alternative to the looping pattern is the branching or dead
end pattern. Dead ends in a distribution system are undesirable
for several reasons. If dead ends are present, the water flows
in only one direction, which allows water to sometimes stand in
the main and become stagnant. The chlorine residual in stagnant
water may become depleted, thus allowing bacterial growths and
the occurrence of taste and odor problems. Taste and odor prob-
lems may have to be alleviated by periodically opening a fire
hydrant or valve near the dead end of the main to flush out the
stagnant water and refill the main with fresh water.

2. SYSTEM PRESSURES. Pressure extremes in water systems result in
potential for contamination to enter the network. Low pressures
in the water system may allow polluted fluids to be forced into
the system. High pressures may cause ruptures or breaks in some
elements of the network. The normal working pressure in the
distribution system should be approximately 75 pounds per square
inch (psi), and not less than 40 psi.

The system shall be designed to maintain a minimum pressure of
20 psi ac ground level at all points in the distribution system
under all conditions of flow.

l
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Maximum pressures of as much as 100 pounds per square inch can
be allowed in small, low-lying areas not subject to high flow rates
and surge pressures. Areas of excessively high or low pressures
require that the system be divided into multiple pressure levels,
or that pressure reducing and pressure relief valves be installed.
Where multiple-level systems are required, it is desirable to estab-
lish the lines of separation so that the pressures in each system
will approach the optimum range of 40 to 75 pounds per square inch.

g

All water mains and service lines should be designed for a minimum
normal internal working pressure of 150 pounds per square inch plus
appropriate allowances for water hammer .

In cases where greater than the above noted maximum pressures are
required for effective operation, all elements of the system shall
be designed accordingly. Responsibility for pressure reduction,
if necessary, shall be specifically defined to be either the re-
sponsibility of the supplier of water or the customer.

3. SIZE OF PIPE MAINS. Pipe sizes shall be designed to provide a
minimum system pressure of 20 psi, as noted above. The Arizona
Corporation Commission requires that water mains serving fire
hydrants be a minimum of 6 inches in diameter, or larger, as neces-
sary to serve general service and fire flow requirements. The
minimum size of water main shall be 4 inches in diameter, except
for the following reasons:

I

a . Temporary services to be replaced later with large mains.

b. For secondary parallel mains.

c 4 In wide or paved streets to avoid long and expensive service
connections or pavement .cuts to the principal mains.

d. Short mains, not for fire service, in courts or cut-de-sacs.

The length of run of mains smaller than 6" should be determined by
local conditions but: in no case should they exceed the following :

I.D. Size Dead-ended Circulating

2 inch
3 inch
4 inch

300 feet
500 feet
1300 feet

» • • • l 1 •

_ • I C I C

600 feet
1000 feet
2600 feet

e As justified by the Engineer.

\
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E. FIRE PROTECTION AND HYDRANTS

Most single or combined water systems are designed to provide water
for fire protection as well as supplying water for potable needs.
Information concerning the design of water systems to provide fire
flows can be obtained from the Office of the State Fire Marshal,
from local authorities.

o r

1. HYDRANT INSTALLATION. All fire hydrants should be installed on
firm footings such as stone slabs or concrete bases to prevent
settling and strains on line joints. Separation of the pipe
joints in the elbow beneath the hydrant is sometimes a problem
because of forces created by the water pressure across the joint
through the elbow. This problem can be alleviated by placing
thrust blocks between the elbow and supporting undisturbed soil,
or by tying the joint.

2. HYDRANT DRAINS. Drains from hydrant barrels on distribution
systems shall not be connected to sanitary sewers or storm drains.
Where practicable, hydrant barrels should be drained .to the ground
surface, or to dry wells provided exclusively for that purpose.

F. PROTECTION OF WATER MAINS NEAR sEw18Rs

1. GENERAL. @Water lines located near sewers present conditions for
serious potential cross connections. Protection from cross con-
tamination can be provided by separation of the facilities and
special piping. The following f actors should be considered in
providing adequate protection:

a . Materials and type of joints for water and sewer pipes.

b. Service and branch connections into the water main and
sewer line. .

c . Compensating variations in the horizontal and vertical
separat;i'unls̀ .

d. Space for repair and alterations of water and sewer pipes.

e . Off-setting of pipes around manholes.

I
I
I

I
I

2. HORIZONTAL SEPARATION. When water pipe and sewers are laid paral-
lel to each other, the horizontal distance between the water pipe
and sewer shall not be less than 6 feet. Each line shall be laid
in a separate trench or the space fn between filled with compacted
fill.

I
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APPENDIX B

FIRE-FLOW REQUIREMENTS FOR BUILDINGS

The provisions contained in this appendix are not mandatory unless specyieally referenced in the adopting ordinance.

SECTION B101
GENERAL

B104.3 Type IA and Type IB construction. The fire-flow cal-
culation area of buildings constructed of Type IA and Type IB
construction shall be the area of the three largest successive
floors.

I

B101.1 Scope. The procedure for determining fire-flow re-
quirements for buildings or portions of buildings hereafter con-
structed shall be in accordance with this appendix. This
appendix does not apply to structures other than buildings.

Exception:Fire-flow calculation area for open parldng ga-
rages shall be determined by the area of the largest floor.

SECTION B102
DEFINITIONS

SECTION B105
FIRE-FLOW REQUIREMENTS FOR BUILDINGS

B102.1 Definitions. For the purpose of this appendix, certain
terms are defined as follows:

I

FIRE FLOW. The flow rate of a water supply, measured at 20
pounds per square inch (psi) (138 Pa) residual pressure, that is
available for Ere fighting.

FIRE-FLOW CALCULATION AREA. The floor area, in
square feet (mi), used to determine the required fire flow.

I

SECTION B103
MODIFICATIONS

B105.1 One- and two-family dwellings. The minimum
fire-flow requirements for one- and two-family dwellings hav-
ing a fire-flow calculation area which does not exceed 3,600
square feet (344.5 m2) shall be 1,000 gallons per minute
(3785.4 L/min). Fire flow and flow duration for dwellings hav-
ing a fire-flow calculation area in excess of 3,600 square feet
(344.5 rn) shall not be less than that specified in Table B105. 1 .

Exception: A reduction in required fire flow of 50 percent,
as approved, is allowed when the building is provided with
an approved automatic sprinkler system.

B105.2 Buildings other than one- and two-family dwellings.
The minimum fire flow and flow duration for buildings other
than one- and two-family dwellings shall be as specified in Ta-
ble Bl05. 1 .

B103.1 Decreases. The fire chief is authorized to reduce the
fire-flow requirements for isolated buildings or a group of
buildings in rural areas or small communities where the devel-
opment of full lire-flow requirements is impractical.

B103.2 Increases. The fire chief is authorized to increase the
fire-flow requirements where conditions indicate an unusual
susceptibility to group fires or conflagrations. An increase shall
not be more Dian twice that required for the building under con-
sideration.

Exception: A reduction in required fire flow of up to 50
percent, as approved, is allowed when the building is pro-
vided with an approved automatic sprinlder system installed
in accordance with Section 903.3.1.1 or 903.3. 1 .2 of theIn-
Zernational Fire Code. Where buildings are also of Type I or
II construction and are a light-hazard occupancy as defined
by NFPA 13, the reduction may be up to 75 percent. The re-
sulting fire flow shall not be less than 1,500 gallons per min-
ute (5678 UmM) for the prescribed duration as specified in
Table B 105.1.

B103.3 Areas without water supply systems. For informa-
tion regarding water supplies for foe-fighting purposes in rural
and suburban areas in which adequate and reliable water supply
systems do not exist, the fire code official is authorized to uti-
lize NFPA l142 or the International Urban Wildlandlnterface
Code.

SECTION B106
REFERENCED STANDARDS

SECTION B104
FIRE AREA ICC IBC International Building Code B104.2 ,

Table  B105.1

I ICC INC International Fire Code B105.2B104.1 General. The ire-How calculation area shall be the to-
tal floor area of all floor levels within the exterior walls, and un-
der the horizontal projections of the roof of a building, except
as modified in Section Bl04.3 .

ICC IC International Urban-
Wildland Interface Code B103.3

NFPA 1142
Standard on Water Supplies
for Suburban and Rural Fire
Fighting

B103.3

I

B104.2 Area separation.Portions ofbuildings which are sepa-
rated by fire walls without openings, constructed in accordance
with the International Euilding Code, are allowed to be consid-
ered as separate fire-flow calculation areas.

2003 INTERNATIONAL FIRE CODE® '274



FIRE-FLOW CALCULATION AREA (square feet) FIRE FLOW
(gallons per minute)°

FLOW
DURATION (hours)Type IA and no" Type leA and mA" Type IV and v-A" Type us and ms" Type V-Bb

0-22,700 0-12,700 0-8,200 0-5,900 0-3,600 1,500

2

22,701-30,200 12,701-17,000 8,201-10,900 5,901-7,900 3,601-4,800 1,750

30,201-38,700 17,001-21,800 10,901-12,900 7,901-9,800 4,801-6,200 2,000

38,701-48,300 21 ,801-24,200 12,901-17,400 9,801-12,600 6,201-7,700 2,250

48,301-59,000 24,201-33,200 17,401-21 ,300 12,601-15,400 7,701-9,400 2,500

59,001-70,900 33,201-39,700 2 I ,301-25,500 15,401-18,400 9,401-11,300 2,750

70,901-83,700 39,701-47,100 25,501-30,100 18,401_21,800 1 1,301-13,400 3,000

3
83,701-97,700 47,101-54,900 30,101-35,200 21 ,801-25,900 13,401-15,600 3,250

97,701-1 12,700 54,901-63,400 35,201-40,600 25,901-29,300 15,601-18,000 3,500

112,701-128,700 63,401 -72,400 40,601-46,400 29,301-33,500 18,001-20,600 3,750

128,701-145,900 72,401-82,100 46,401 -52,500 33,501-37,900 20,601 -23,300 4,000

4

145,901-164,200 82,101-92,400 52,501-59,100 37,901-42,700 23,301-26,300 4,250

164,201-183,400 92,401-103,100 59,101-66,000 42,701-47,700 26,301-29,300 4,500

183,401-203,700 103,101-114,600 66,001-73,300 47,701-53,000 29,301-326600 4,750

203,701-225,200 114,601 -126,700 73,301-81,100 53,001-58,600 32,601-36,000 5,000

225,201-247,700 126,701-139,400 81,101-89,200 58,601-65,400 36,001-39,600 5,250

247,701-271,200 139,401-152,600 89,201-97,700 65,401-70,600 39,601-43,400 5,500

27 I ,201-295,900 152,601-166,500 97,701-106,500 70,601-77,000 43,401 -47,400 5,750

295,901 -Greater 166,50 I -Greater 106,501-115,800 77,001-83,700 47,401-51,500 6,000

115,801-125,500 83,701-90,600 51,501-55,700 6,250

125,501-135,500 90,601-97,900 55,701-60,200 6,500

135,501-]45,800 97,901-106,800 60,201-64,800 6,750

145,801-156,700 106,801-113,200 64,801 -69,600 7,000

156,701-167,900 113,201-121,300 69,601-74,600 7,250

167,901-179,400 121,301-129,600 74,601-79,800 7,500

179,401 -191 ,400 129,601-138,300 79,801-85, 100 7,750

191 ,401 -Greater 138,301 -Greater 85, 101 -Greater 8,000

FIRE-FLOW REQUIREMENTS FOR BUILDINGS

TABLE B105.1
MINIMUM REQUIRED FIRE FLOW AND FLOW DURATION FOR BUILDINGSa

For SI: 1 square foot = 0.0929 my, l gallon per minute = 3.785 L/m, l pound per square inch = 6.895 Pa.
a, The minimum required tire flow shall be permitted to be reduced by 25 percent for Use Group R.
b. Types of construction are based on the International Euildfng Code.
c. Measured at 20 psi.

I
I
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FIRE-FLOW REQUIREMENT
(Qpm)

MINIMUM NUMBER
OF HYDRANTS

AVERAGE SPACING
BETWEEN HYDRANTS°'b'°

(feet)

MAXIMUM DlSTANCE FROM
ANY POINT ON STREET OR ROAD

FRONTAGE TO A HYDRANT"

1,750 or les s l 500 250

2,000-2,250 2 450 225

2,500 3 450 225

3,000 3 400 225

3,500-4,000 4 350 210

4,500_5,000 5 300 180

5,500 6 300 180

6,000 6 250 150

6,500-7,000 7 250 150

7,500 or more 8 or more° 200 120

*

APPENDIX C

FIRE HYDRANT LOCATIONS AND DISTRIBUTION

The provisions contained in this appendix are not mandatory unless speegfically referenced in the adopting ordinance.

SECTION C101
GENERAL

SECTION C104
CONSIDERATION OF EXISTING FIRE HYDRANTS

C101.1 Scope. Fire hydrants shall be provided in accordance
wide this appendix for the protection ofbuildings, or portions of
buildings, hereafter constructed.

C104.1 Existing tire hydrants. Existing foe hydrants on pub-
lic streets are allowed to be considered as available. Existing
Ere hydrants on adjacent properties shall not be considered
available unless fire apparatus access roads extend between
properties and easements are established to prevent obstruction
of such roads.SECTION C102

LOCATION

C102.1 Fire hydrant locations. Fire hydrants shall be pro-
vided along required fire apparatus access roads and adjacent
public streets.

SECTION C105
DISTRIBUTION OF FIRE HYDRANTS

SECTION C103
NUMBER OF FIRE HYDRANTS

C105.1 Hydrant spacing. The average spacing between fire
hydrants shall not exceed that listed in Table C105. 1.

Exception: The fire chief is authorized to accept a defi-
ciency of up to 10 percent where existing fire hydrants pro-
vide all or a portion of the required fire hydrant service.

Regardless of the average spacing, fire hydrants shall be lo-
cated such that all points on streets and access roads adjacent to
a building are within the distances listed in Table Cl05.l.

C103.1 Fire hydrants available. The minimum number of iire
hydrants available to a building shall not be less than that listed
in Table Cl05.l. The number of fire hydrants available to a
complex or subdivision shall not be less than that determined
by spacing requirements listed in Table Cl05.1 when applied to
Ere apparatus access roads and perimeter public streets from
which fire operations could be conducted.

TABLE C105.1
NUMBER AND DISTRIBUTION OF FIRE HYDRANTS

For SI: l foot = 304.8 mm, l gallon per minute = 3.785 L/m.
a. Reduce by 100 feet for dead-end streets or roads.
b. Where streets are provided with median dividers which can be crossed by tire fighters pulling hose lines, or where arterial streets are provided with four or more

traffic lanes and have a traffic count of more than 30,000 vehicles per day, hydrant spacing shall average500 feet on each side of the street and be arranged on an al~
tempting basis up to a fire-flow requirement of 7,000 gallons per minute and 400 feet for higher fire-flow requirements.

c. Where new water mains are extended along streets where hydrants are not needed for protection o f stmctures or similar tire problems, fire hydrants shall be pro-
vided at spacing not to exceed 1,000 feet to provide for transportation hazards.

d. Reduce by 50 feet for dead-end streets or roads.
e. One hydrant for each 1,000 gallons per minute or fraction thereof.

2003 INTERNATIONAL FIRE CODE® ova
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11-11 II

Ch a p te r 15.04

UNIFORM CONSTRU CT1ON
CODES ADOPTED

C. Any pe rs on  found  gu ilty o f vio la ting

any provis ion of these codes  sha ll be guilty of
a  Class  1 misdemeanor. Each day that a  viola-

tion continues  shall be a  separa te offense pun-

ishable a s  described in this  s ection. (Old. 04-

Sections:
15.04.010

15.04.020 1s.04.0z0

15.04.030

15.04.040

Adoption by reference.

Amendment to

International Building

Code and International

Residential Code.

Building official.

Arizonans with

Disabilities Act.

Amendment to

International Building Code

and International

Residential Code.

A. The 2003 International Building Code

previously adapted by the town is amended as

follows z

l . Chapter 1 (Administration) of the Uni-

form Building Code, 1997 Edition, is hereby

adopted.

2. Section 3 109.3 is amended to read:

3109.3 S wim m ing P ools .  S wim m ing

pools  s ha ll be  com ple te ly e nclos e d by a

fence  a t lea s t 6 fee t (1829 mm) in he ight.

Openings  in the  fence s ha ll not permit the

pa s s a ge  of a  4-inch-dia m e te r (102 m m )

s phere . The  fence  s ha ll be  equipped with

self-clos ing and self~la tching Gates .

3 . Section 3109.4.1 is  amended to read:

15.04.010 Adoption by reference.

A. Those certain documents known as the:
1. International Building Code, 2003 Edi-

tion,

2. National Electrical Code, 2002 Edition,

3. Uniform Plumbing Code, 1997 Edition;

4. International Mechanical Code, 2003

Edition;
5. International Fire Code, 2003 Edition;

6. International Residential Code, 2003

Edition;
7. The Maricopa Association of Govern-

ments Building, Electric, Plumbing and Me-

chanical Amendments dated September, 2004,

three copies of each document which are on

file at the town clerk's office at the town, such

documents which are made a public record

and are referred to, adopted, and made a part

of this title as if fully set out in this section,

the provisions thereof to become effective on

the eighteenth (18th) day of September, 2004.
B. The codes adopted pursuant to subsec-

tion A shall not apply to buildings in subdivi-

sions for which a final plat has been recorded

prior to September 18, 2004, and for which

construction in the subdivision commenced
after January l, 2002.

3 109.4.1 Barrier Height and Clear-

ances. The top of the barrier shall be at

least 72 inches (1829 mm) above grade

measured on the side of the barrier that

faces away from the swimming pool. The

maximum vertical clearance between grade

and the bottom of the barrier shall be 2

inches (51 mm) measured on the side of the
barrier that faces away from the swimming

pool. Where the top of the pool structure is

above grade, the barrier is authorized to be

at ground level or mounted on top of the

pool structure, the maximum vertical clear-
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once between the top of the pool s tructure

a nd the  bottom  of the  ba rrie r s ha ll be  4

inches  (102 mm).

15.04.040 Arizonans with Disabilities
Act.

4. Appendix Chapter 33, Section 3310

Grading Fees of the Uniform Building Code,

1997 Edition is hereby adopted.

5. Manufactured Trusses shall be used in

the construction of any building that is twenty
(20) feet or more in width (clear span).

B. The 2003 International Residential Code
previously adopted by the town is amended by

amending Section R3092 to read:

R3092 S epa ra tion Required. The  ga -

rage sha ll be s epa ra ted from the res idence

a nd its  a ttic a rea  by not les s  tha n 5/8-inch

(l5.9 mm) gypsum board applied to the ga -
rage s ide. Garages  beneath habitable rooms

sha ll be separa ted from a ll habitable rooms
above by not les s  than 5/8-inch (15.9 mm)

type X gypsum board or equiva lent. Where
the  s epa ra tion is  a  floor-ce iling a s s embly,

the s tructure supporting the separa tion shall

a lso be protected by not les s  than 5/8-inch

(15.9 min) gyps um boa rd or equiva lent.

,. "\

C. The  2002 Na tiona l Ele c trica l Code  is
he re by a m e nde d to  re quire  a ll wiring to  be

Building official.

A. Standards  and specifica tions  set forth in

Title  41,  Cha pte r 9 ,  Artic le  9 ,  Arizona  Re -

vis e d S ta tute s  (Arizona ns  with Dis a bilitie s

Act),  a nd its  im ple m e nting rule s , including

"America ns  with Dis a bilitie s  Act Acces s ibil-
ity Guide line s  for Buildings  a nd Fa cilitie s "

decla red a  public  record by Res olution No.

9 7 -0 2 ,  a s  a p p lyin g  to  p u b lic  e n tit ie s  a re

adopted and incorporated as  an amendment to

the Interna tiona l Building Code and made part

thereof a s  though fully s et forth therein. Such

s ta nda rds  a nd s pecifica tions  s ha ll a pply to

new cons truction a nd a ltera tions  a nd a re  not

required in buildings  or portions  of exis ting

buildings  tha t do not meet the  s ta nda rds  a nd

s pecifica tions .

B. S tandards  and specifica tions  set forth in

Title  41,  Cha pte r 9 ,  Artic le  8 ,  Arizona  Re -
vis e d S ta tute s  (Arizona ns  with Dis a bilitie s

Act),  a nd its  im ple m e nting rule s , including

"America ns  for Buildings  a nd Fa cilitie s " de -

cla red a  public record by Res olution No. 97-

02, as  applying to public accommodations  and

commercia l fa cilities , a re  a dopted a nd incor-

pora ted as  an amendment to the Interna tiona l

Building Code adopted in Chapter 31, Section

31.01 a nd ma de pa rt thereof a s  though fully

set forth therein. Such s tandards  and specifica-

tions  s ha ll a pply to new cons truction a nd a l-

te ra tions  com m e nce d a fte r S e pte m be r 18,

2 )

Chapter 15.08

15.04.030
The  building officia l a nd the  public works

s upe rvis or a nd a dm inis tra tive  a uthority a s

ma y be  referenced in a ny s ection of this  title
for a ll m a tte rs  pe rta ining to  a ny plum bing,

mechanica l, electrica l or any other inspections

s ha ll be ves ted in the office of the town man- DEVELOPMENT FEES

Sections:

15.08.010 Purpose.
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ARIZONA AMERICAN WATER
SUN CITY WATER DISTRICT FIRE FLOW STUDY 5.~ ZZ

REQUIRED FIRE FLOWS

The required t ir e f lows for  this  sys tem were determined by t he  SC/YT Work Group.  A
discussion of the SC/YT Work Group meetings is provided later in this document.

In determining minimum acceptable tire flows, the SC/YT Work Group considered the fire flow
criteria of other municipalities in the metropolitan area: Phoenix, Gilbert, Tempe, Scottsdale and
Paradise Valley, and the Uniform Fire Code (UFC) and Intemationa] Fire Code Requirements.

The SC/YT Work Group selected 1,000 rpm for single-family residential tire flow requirements,
and 1,500 rpm for multi-family and commercial development. Both of these requirements are at
a minimum system pressure of 20 psi. This criteria was applied to the existing development in
the study area with the understanding that new development will be subject to UFC fire code
requirements, in accordance with the Sun City Fire Department's standards.

MODELING

Hydraulic modeling was completed for both existing (2004) and buildout scenarios. The
following scenarios were established in the model for the Sun City system: Average Day
Existing (2004), Maximum Day Existing (2004), Peak Hour Existing (2004). The Fire Flow
Analysis for Maximum Day Existing 2004 is included in Appendix E. Also included in
Appendix E is the Fire Flow Analysis for Maximum Day Buildout. Scenarios are established in
the model for Average Day Buildout, Maximum Day Buildout, and Peak Hour Buildout. -

A base demand scenario is included in the model that represents metered demands without-
adjustment for water lost. Child scenarios that are multiples of the base scenario are also
included. These scenarios were used for model calibration .

FIRE FLOWS AVAILABLE IN THE EXISTING SYSTEM

The t ir e f lows ava ilable in the sys tem under  2004 maximum day demand condit ions  a re
illustrated on Figure 6. The water system in the majority of the service area can provide over
1,500 rpm fire flow at a minimum system pressure of 20 psi.

During the flow testing it was discovered that the control valves on the three interconnections
between the Sun City and Youngtown systems were limiting the fire flow to Youngtown. The
interconnections consist of 6-inch pipe equipped with a 6-inch pressure sustaining valve. During
the flow tests, the valves were closing to sustain the upstream pressure. It appears that the
pressure sustaining feature is set to a value of around 65 psi.

BROWN AND
CALDWELL
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ARIZONA AMERICAN WATER
SUN CITY WATER DISTRICT FIRE FLOW STUDY

The  Youngstown How tes ts  were  repea ted with the  va lves  fully open. The  model was ca libra ted to
the  va lues  from the  How te s ts  with the  va lve  open. The  mode ling re sults  the re fore  repre sent the
a va ila ble  fire  flow with the  control va lve s  ina ctiva te d-

Mode ling of the  e xis ting s ys te m de mons tra te d tha t the  ma jority of the  s ys te m ca n provide d
ne e de d fire  flows , with the  e xce ption of the  comme rcia l a re a  in Youngtown, a nd s ome  s ma ll
res identia l a reas  in Youngtown and Sun City. The  de ficiencies  a re  described be low.

'The  wa te r s ys te m in the  comme rcia l a re a  in Youngtown on the  s outh s ide  of Gra nd Ave nue
ca nnot provide  the  re quire d fire  Hows . For wa te r to tra ve l to this  a re a  it mus t pa s s  through the
6-inch inte rconne ction a t WP  l, loca te d a pproxima te ly 3/4 of a  mile  s outh on the  e a s t s ide  of
111'*' Ave nue , a nd through a  s e rie s  of 4-inch through 8-inch piping. The  piping s e rving the
commercia l a rea  is  4 inch and 6 inch in s ize . The  re sulting ava ilable  fire  flows  a re  in the  range  of
1,000 to 1,499 rpm, which is  le s s  tha n the  1,500 rpm e s ta blishe d a s  the  crite ria  for comme rcia l
a nd multi-fa mily de ve lopme nt.

Fire flows under 500 rpm occur in the system at two locations in Youngtown. One of those
locations is a commercial strip mall on the west side of 111"' Avenue south of Alabama. There
exists a dead end 6-inch tire line into the property from the north side (Alabama). The domestic
water service is provided .through a 2-inch tap connected to 4-inch piping. The second location is
Illinois Avenue, a cut-de-sac served by a dead end 4-inch water main.

The  a rea  be tween Grand Avenue  and Peoria  ha s  subs tantia l lengths  of 4-inch piping. Howeve r,
fire  flows  ca n ge ne ra lly be  provide d a s  the  4-inch piping conne cts  to la rge r s ize  piping in the
ma jor roa dwa ys . In  North  Che rry Hills  Drive  a nd North  P e bble  Be a ch Drive , the  minimum
re s ide ntia l fire  flow ca nnot be  a chie ve d due  to  the  long le ngths  of 4-inch p ip ing  with  fe w
connections  to the  la rger mains .

Fire  flows  le s s  tha n 1,000 rpm a re  a va ila ble  in  the  fa r north portion of the  P a ra dis e  Mobile
Home  P a rk on Union Hills  Drive . This  mobile  home  pa rk is  within the  municipa l bounda rie s  of
the  City o f P e oria . The  de ve lopme nt is  'conne cte d  to  the  wa te r s ys te m by 6 -inch  p ip ing
conne ction on the  e a s t a nd we s t s ide s  of the  de ve lopme nt to the  12-inch pipe  in Union Hills
Drive . The  6-inch loop in the  north pa rt of the  de ve lopme nt is  not loope d, which limits  the  fire
flow a va ila ble .

The  re ma inde r of the  wa te r s ys te m ge ne ra lly provide s  fire  flows  ove r the  e s ta blis he d crite ria .
The  wa te r s ys te m noM of Gra nd Ave nue  ge ne ra lly provide s  fire  flows  ove r 1,500 rpm due  to
the  multiple  pumping sources , looped piping and adequate  pipe  s izes .

F IR E  HYDR ANT S P AC ING

AAW Ope ra tions  s ta ff worke d clos e ly with the  S un City Fire  De pa rtme nt to ve rify e xis ting tire
hydra nt loca tions  a nd ide ntify propos e d loca tions  for hydra nts  in  the  S un City Dis trict. The

BROWN AND
CALDWELL
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ARIZONA AMERICAN WATER
SUN CITY WATER DISTRICT FIRE FLOW STUDY

e xis ting I propose d Ere  hydra nt loca tions  a re  shown on Figure  7. Loca tions we re  chose n to

fee t in commercia l a reas .

The  ma jority of the  hydra nts  re quire  the  ins ta lla tion of 6-inch pipe . Whe re  the re  a re  e xis ting
6~inch fire  hydrants  on the  4-inch pipe , our recommenda tions  include  ins ta ll a ction of 6-inch pipe
to replace  the  exis ting 4-inch pipe  to the  tire  hydrant.

The re  a re  a  numbe r of 3-inch fire  hydra nts  in Youngtown. P e r the  S un City Fire  De pa rtme nt,
those  Ere  hydrants  will rema in.

RECOMMENDED IMPROVEMENTS

The  recommended sys tem improvements  a re  lis ted be low and a re  illus tra ted on Figure  8.

Improvement 1 _ Sun City/Youngtown
Station Modifications

Pressure Reducing/Pressure Sustaining Valve

Th re e  c in ch  co n tro l va lve s  e xis t a t th e  in te rco n n e c tio n s  b e twe e n  th e  S u n  City a n d  th e
Youngs town sys tems. The  loca tions  of those  va lves  a re  a t WP 1, WP  2, a nd a t the  Florida  We ll
s ite . All three  ins ta lla tions  a re  above  ground.

The  control va lve s  we re  ins ta lle d whe n the  inte rconne ctions  we re  ins ta lle d. The y a re  e quippe d
with pre ssure  sus ta ining pilots  to prote ct the  ups tre a m sys te m. In the  ca se  of the  ins ta lla tions  a t
WPs  l and 2, the  control va lves  a re  directly downs tream of the  boos te r pumps  and re se rvoirs , so
tha t the  pressure  susta ining function serves no practica l purpose .

In orde r to e nsure  de live ry of the  wa te r re quire d to ma inta in re quire d flows  unde r a  fire  e ve nt in
Youngtown, the  pre s s ure  s us ta ining function on the  control va lve s  s hould e ithe r be  s e t much
lower (i.e . 20 ps i)., or e limina ted a ltoge the r.

It is  re c omme nde d  tha t a  flowme te r be  in s ta lle d  a t the  loc a tion  o f the  c on tro l va lve s . The
flowmeter would a llow AAW to track water los s es  in Youngtown, and to verify the  opera tion o f
the  control va lve s . Curre ntly, the  va lve s  a re  not provide d with pos ition indica tors . The  1997 Sun
City/Youngtown Inte rconne ction S tudy by HYA (a  s ubs idia ry of Da me s  & Mo o re Compa ny)
found tha t the  unaccounted water was  much highe r in Youngtown than in the  Sun City sys tem-

The pressure sustaining assemblies consist of four or six 90-degree elbows, two gate valves and
the control valve. The total equivalent length of this assembly, 6 inches in diameter, is estimated
to be greater than 220 feet. For a flow of 1,000 rpm, the head loss through such an assembly is
estimated to be 17 psi. It is recommended that the entire assembly be removed and a straight pipe
with.a meter be installed in a vault below grade. ,

BROWN AND
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET NO. W-01303A-07-0209

The Direct Testimony of Staff witness Steven P. Irvine addresses the following issues:

Capital Structure - S ta ff  r ecommends that the Arizona Corporation Commission
("Commission") adopt a capital structure for Arizona-American Water Company ("Arizona-
American" or "Company") for this proceeding consisting of 62.4 percent debt and 37.6 percent
equity.

Cost of Equity -. Staffs 10.8 percent estimated return on equity ("ROE") for the Company is
based on cost of equity estimates for the sample companies ranging from 9.1 percent using the
discounted cash flow method ("DCF") to 10.6 percent using the capital asset pricing model
("CAPM"). Staff' s ROE recommendation includes a 0.9 percent upward adjustment due to the
higher financial risk reflected in Arizona-American's capital structure in relation to that of the
sample companies.

Cost of Debt .- Staff recommends that the Commission adopt a 5.4 percent cost of debt.

Overall Rate of Return - Staff recommends that the Commission adopt an overall rate of return
("ROR") of 7.4 percent.

Mr. Reiter 's Testirnonv - The Commission should reject the 8.0 percent ROR proposed by
Arizona-American for the following reasons:

1.  The Company's  proxy group includes  Southwest  Water . The Maj rarity of
Southwest Water's revenues are derived from non-utility operations.

2. The Company uses market value to represent the equity positions of the sample
group companies when making its financial risk adjustment.

3. The Company fails to include all of its debt obligations in its capital structure.

Staffs recommendations are based on calculations that have inadvertently included the Tolleson
Obligation in calculation of the capital structure and cost of debt. Staff will file errata schedules
and explanatory test imony that  por tray Staffs recommendation based on exclusion of the
Tolleson Obligation from the capital structure and cost of debt calculation as soon as possible
This change will a lso require filing of errata  schedules for  revenue requirement and such
schedules will also be tiled as soon as possible
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INTRODUCTION

2 Q Please state your name, occupation, and business address

My na me  is  S te ve  Inline . I a m a  P ublic Utilitie s  Ana lys t W e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Comlnis s ion") in  the  Utilitie s  Divis ion ("S ta rt")

My business address is  1200 West Washington Stree t, Phoenix, Arizona  85007

7 Q. Brie fly de s cribe your re spons ibilitie s  a s  a P ub lic Utilitie s  Ana lys t

In my ca pa city a s  a  P ublic Utilitie s  Ana lys t, I conduct s tudie s  to e s tima te  the  cos t of

equity capita l, perform ana lyses  of debt costs  and compute  the  overa ll ra te  of re turn in ra te

proceedings. I a lso design ra tes to genera te  the  revenue requirement in ra te  proceedings

12 Q P le a se  de scribe  your e duca tiona l ba ckground a nd profe s s iona l e xpe rie nce

In 1994, I gra dua te d from Arizona  S ta te  Unive rs ity, re ce iving a  Ba che lor of S cie nce

de gre e  in  Bus ine s s  Ma rke ting. In  1 9 9 7 ,  I re ce ive d  a  Ma s te rs  d e g re e  in  P u b lic

Adminis tra tion from Arizona  S ta te  Unive rs ity. I be ga n e mployme nt with the  Commiss ion

in May of 2001 and have  worked in the  Utilitie s  Divis ion s ince  September of 2002

18 Q What is the scope of your testimony in this case

My te s timony provide s  S ta ffs  re comme nde d ra te  of re turn for Arizona -Ame rica n Wa te r

Compa ny ("Arizona -Ame rica n" or "Compa ny") in this  ca se

22

23

Summary of Testimony and Recommendations

Briefly summarize how Staff's cost of capital testimony is organizedQ.

S ta ffs cost of capita l te s timony is  pre sented in ten sections . Section I is  this  introduction

Se ction II discusse s  the  conce pt of we ighte d a ve ra ge  cos t of ca pita l ("WACC"). Se ction
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1

2

3

4

5

6

III p re s e n ts  the  c onc e p t o f c a p ita l s truc tu re  a nd  p re s e n ts  S ta ffs  re c om m e nde d  c a p ita l

s truc ture  for Arizona -Am e rica n in  th is  proce e ding.  S e c tion W dis cus s e s  the  conce pts  of

re turn on e quity ("ROE") a nd ris k.  S e c tion V pre s e nts  the  m e thods  e m ploye d by S ta ff to

e s tim a te  Arizona -Am e rica n 's  RO E. S e c t io n  VI p re s e n ts  th e  fin d in g s  o f S ta ffs  R O E

a na lys is .  S e ction VII pre s e nts  S ta ffs  fina l cos t of e quity e s tim a te s  for Arizona -Am e rica n.

S e c t io n  VIII p re s e n ts  S ta ffs  ra te  o f re tu rn  ("R O R ")  re c o m m e n d a t io n  fo r  Ariz o n a -

7 Am e rica n. S e c tion  IX pre s e nts S ta ff s c om m e nts  on  the  d ire c t te s tim ony o f Ariz ona -

8 Am e ric a n 's  witn e s s , Mr . J oe l Ra ke r. F ina lly, S e c t io n  X summa rize s S ta ffs

9 recommenda tions  .

1 0

11 Q-

1 2

Briefly summarize Staff's proposed capital structure, return on equity and overall

rate of return for Arizona-American in this proceeding.

1 3 S ta ff re c om m e nds  a  7 .4  pe rc e n t ove ra ll RO R. S ta ffs  re c o m m e n d e d  R O R  re fle c ts  a

1 4

1 5
I

1 6

1 7

1 8

1 9

capital structure composed of 62.4 percent debt and 37.6 percent equity, a 10.8 percent

ROE for the Company based on cost of equity estimates for the sample companies ranging

from 9.1 percent using the discounted cash flow method ("DCF") to 10.6 percent using the

ca pita l a s s e t pricing mode l ("CAP M") a nd a  5.4 pe rce nt cos t of de bt. S ta ffs

recommended 10.8 percent ROE includes a 0.9 percent upward financial risk adjustment.

Staft"s recommended 7.4 percent ROR is calculated in Schedule SPI-1 .

20

2 1 Q-

22

Brie fly summarize  Arizona-American's  proposed capita l s tructure , re turn on equity

and overa ll ra te  of re turn for this  proceeding.

23

24

A.

A.

The  Com pa ny propos e s  a  ca pita l s truc ture  tha t cons is ts  of 42.4 pe rce nt e quity a nd 57.6

pe rce nt de bt.  The  Com pa ny re com m e nds  a n 11.3 pe rce nt cos t of e quity a nd 5.6 pe rce nt
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1

2

cos t of de bt for a n 8.0 pe rce nt ove ra ll ROR. Ta ble  I s umma rize s  Arizona -Ame rica n's

proposed capita l s tructure  and costs .

3

4 Ta ble  1

We ight Cos t
Weighted
Cost

Long-te rm De bt 57.6% 5.6% 3.2%

Common Equity 42.4% 11.3% 4.8%

Cos t of Ca pita l/ROR 8.0%

5

6 11. THE  WE IG HTE D AVE RAG E  CO S T O F CAP ITAL

7 P le a se  e xpla in the  te rm cos t of ca pita l.

8

.9

Cos t of ca pita l is  the  opportunity cos t of a n inve s tme nt. For a n inve s tor it is  the  ra te  of

re turn tha t one  would e xpe ct to e a rn in inve s tme nts  with ris k s imila r to the  inve s tme nt

1 0

11

1 2

1 3

1 4

1 5

1 6

be ing cons ide re d. One  ca n inve s t in a  compa ny through a  va rie ty of s e curitie s  such a s

s tock, bonds , and debt. The  cos t of capita l to a  company issuing a  va rie ty of securitie s  is

a n a ve ra ge  of the  e xpe cte d re turns  on the  se curitie s  the  compa ny ha s  is sue d we ighte d

a ccording to the  s ize  of e a ch se curity re la tive  to the  compa ny's  e ntire  se curity portfolio.

This  tota l cos t of capita l is  re fe rred to a s  the  we ighted ave rage  cos t of capita l ("WACC").

Equity inve s tors  a re  a ttra cte d to a n e quity inve s tme nt whe n the  e xpe cte d re turns  a re

s imila r to thos e  of othe r e ntitie s  with s imila r ris k. Tha t is , the  cos t of e quity ca pita l is

1 7 determined by the  market.

1 8

1 9 Q. Wha t is  the  WACC fo rmula ?

20 The  WACC formula  is  a s  follows :

21

A.

A.

Q.

l u l  I l l
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Equa tion 1

In this  equa tion, Wt is  the  we ight given to the  ita l security (the  proportion of the  it security

re la tive  to the  portfolio) and ft is  the  expected re turn on the  lM security

8 Q P le a s e  provide  a n e xa mple  of a  hypothe tica l ca pita l s tructure  de mons tra ting

applica tion of Equation 1

For purpos e s  of this  e xa m ple , a s s um e  tha t a n e ntity ha s  a  ca pita l s truc ture  com pos e d of

70.0 pe rce nt de bt a nd 30.0 pe rce nt e quity. Also, a s sume  tha t the  e mbe dde d cos t of de bt is

7 .0  pe rce n t a nd  the  e xpe c te d  re tu rn  on  e qu ity,  i.e .  the  cos t o f e qu ity,  is  10 .0  pe rce n t

Ca lcula tion of the  WACC is  a s  follows

WACC 2 (70.0% * 7.0%) + (30.0% * 10.0%)

WACC =: 490% + 3.00%

WACC 7.90%

The  we ighte d  a ve ra ge  cos t of ca pita l in  th is  e xa m ple  is  7 .90  pe rce nt.  The  e ntity in  th is

e xa m ple  would ne e d to  ha m  a n ove ra ll ra te  of re turn of 7 .90 pe rce nt to  cove r its  cos t of

ca pita l



Component %
Capital Leases $10,000 ($10,000/$100,000 10.0%
Long-Te rm De bt $30,000 ($30,000/$100,000 30.0%
Shoat-Tenn Debt $5,000 ($5,000/$100,000 5.0%
Preferred Stock $10,000 ($10,000/$100,000 l0 .0%
Common Stock $45,000 ($45,000/$100,000 45.0%
Tota l $100,000 100%

A
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1 111. CAP ITAL S TRUCTURE

2

3

Background

Please explain the capital structure concept.Q-

4

5

6

7

8

9

While  WACC de s cribe s  the  a ve ra ge  unit cos t of ca pita l e mploye d from a  compa ny's

va rious  s e curitie s , ca pita l s tructure  de s cribe s  the  re la tive  proportions  of e a ch type  of

s e curity (ca pita l le a s e s , long-te rm de bt, s hort-te rm de bt, pre fe rre d s tock, a nd common

stock). As  the  proportion of the  capita l s tructure  repre sented by fixed obliga tion financing

increases  (increased leverage), risk associa ted with the  ability to mee t financia l obliga tions

(financia l risk) increases .

1 0

11 Q. How is the capital structure for a given company described?

1 2

1 3

1 4

1 5

1 6

1 7

A compa ny's  ca pita l s tructure  is  de s cribe d by s imply s ta ting the  pe rce nta ge  of e a ch

component of the  capita l s tructure  re la tive  to the  whole  capita l s tructure . The  following is

a n e xa mple  of a  hypothe tica l ca pita l s tructure . Assume  tha t the  ca pita l s tructure  for a n

entity tha t is  financed by $10,000 of capita l le a se s , $30,000 of long-te rm debt, $5,000 of

short-te rm de bt, $10,000 of pre fe rre d s tock a nd $45,000 of common s tock. The  ca pita l

s tructure  for the  company is  shown in Table  2.

1 8

1 9

A.

A.

Ta ble  2
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1

2

3

The  ca pita l s tructure  in this  e xa mple  is  compos e d of 10.0 pe rce nt ca pita l le a s e s , 30.0

percent long-te rm debt, 5.0 percent short-te rm debt, 10.0 percent pre fe rred s tock and 45.0

percent common s tock.

4

5

6

Arizona-American's Capital Structure

What capital structure does Arizona-American propose"

7

8

The  Company recommends  a  capita l s tructure  with 57.6 pe rcent long-te rm debt and 42.4

pe rcent equity.

9

1 0 Q- Wha t ca pita l s tructure  doe s  S ta ff re comme nd for Arizona -Ame rica n?

1 1

1 2

1 3

1 4

Sta ff recommends  a  capita l s tructure  composed of 37.6 pe rcent equity and 62.4 pe rcent

debt as  shown in Schedules  SPI-1. S ta ff recommends tha t the  Company's  capita l s tructure

re flect Anthem's  mos t recent debt (Table  3, be low) and equity pos itions  (Table  4, be low).

In a ddition, S ta ff upda te d the  Compa ny's  a ctua l ca pita l s tructure  to include  $3 million

from a n inte rcomie ction a gre e me nt be twe e n the  Compa ny a nd the  City of P hoe nix tha t

cre a te d a n obliga tion for the  Compa ny to pa y the  City of Phoe nix for a n inte rconne ction

between the respective water systems

1 9 Q What cost of debt does Staff recommend for Arizona-American?

20 A

A.

A.

Q.

S ta ff recommends a  cost of debt of 5.4 percent as shown in Table  3, below



Applicant's  Cost of Debt (Including the  Tolleson Obligation)

Amount outstanding

as of 6/30/2007 Annual Interest Interest Rate Wei ht

$ 320,490

2,587

1,327

3,1 12

2,665

386,051

1,331,330

618,240

6,918,220

595,000

383,775

280,768

Long-Term Debt

Aug '08 L-T Senior Notes

Sept '13 PILR - Monterey

Aug 13 PILR - MontexJLincoln

Aug '15 PILR - Rosalie

Aug '15 PILR - T.O. Development

Sept '28 L-T Note - Maricopa

Dec '13 L-T Promissory Note

Dec 16 L-T Promissory Note

Dec '18 L-T Promissory Note

Fall 2037 L-T Promissory Note'

Fall 2037 L-T Promissory Note'

Tolleson Obligation'

Phoenix Interconnection Agreement

Long-Term Debt

4,500,000

41 ,323

23,036

43,340

37,123

10,635,000

24,700,000

11 ,200,000

123,100,000

10,000,000

6,450,000

8,560,000

2,000,000

201 ,289,822

7.122%

6.260%

5.761 %

7.180%

7. l79%

3.630%

5.390%

5.520%

5.620%

5.950%

5.950%

33280%

0.000%

5.387%10,843,564 55.4%

1,327,891

Short-Terrn Debt

Short-Term Debt

Phoenix Interconnection Agreement

Short~Term Debt

24,391,823

1,000,000

25,391,823

5.444%

0.000%

5.230%1,327,891 7.0%

226,681,645Total Debt $ 5.369%$ 12,171,455 62.4%

Company'sEquity

% of Total CapitalAmount outstanding

35.8%125,408,846$Total Common Equity

q in

Direct Testimony of Steven P. Inline
Docket No W-01303A-07-0209
Page 7

1 Ta b le  3

ff

2

3 Table 4
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1 Q- How does Arizona-American's capital structure compare to capital structures of

2 publicly tra de d wa te r u tilitie s ?

3

4

5

The  ave rage  capita l s tructure  of the  s ix publicly traded wa te r companies  ("sample

companies") is 50.1 percent debt and 49.9 percent equity. The capital structure for each of

the sample companies is shown in Schedule SPI-3 .

6

7 Q-

8

Does Staff discuss the matter of a cost of equity adjustment as it relates to capital

structure differences between Arizona-American and the sample water companies?

9 Ye s . This  ma tte r is  discusse d in S e ction VII, Fina l Cos t of Equity Es tima te s  for Arizona -

1 0 American.

11

1 2 Iv. RETURN ON EQUITY

1 3 Background

1 4 Q.

1 5

1 6

1 7

18

1 9

20

2 1

A.

A.

A.

P le a se  de fine  the  te rm cos t of e quity.

Cost of equity is  the  compensa tion tha t inves tors  expect for bea ring the  risk of ownership

of a  s tock. The  re turn tha t inves tors  expect for a  given s tock is  equiva lent to the  expected

re turns  of othe r finns  with e quiva le nt risk. Inve s tors  ca n e xpe ct a  give n s tock's  re turn to

be  s imila r to re turns  of othe r s tocks  with equiva lent leve ls  of risk a s  inves tors  can s imply

se le ct the  othe r s tocks  a s  a n a lte rna tive . Inve s tors  a re  like ly to do so if the re  a re  othe r

s tocks  a va ila ble  with s imila r le ve ls  of risk a nd highe r re turns . Cos t of e quity is  the re fore

de termined by the  marke t given the  preva iling marke t conditions .



Dire ct Te s timony of S te ve n P . Irvine
Docke t No W-01303A-07-0209
Page 9

1 Q Can the cost of equity for Arizona-American be determined by market data related

to its stock and earnings

As Arizona -American's  s tock is  not publicly traded, its  cos t of equity cannot be  e s tima ted

directly. As  s ta ted previous ly, inves tors  expect re turns  equiva lent to the  re turns  of s tocks

with e quiva le nt ris k. As  a  proxy for Arizona -Ame rica n 's  own ma rke t da ta . S ta ff ha s

e s tima te d Arizona -Aine rica n's  cos t of e quity us ing ma rke t da ta  from s ix publicly tra de d

wa te r utilitie s

9 Q Do interest rates affect cost of equity

Ye s , According to the  CAP M, the  dire ction of cha nge  in inte re s t ra te s  is  a n indica tor of

the  dire ction of cha nge  in cos t of e quity. The  CAP M is  a  ma rke t ba s e d mode l us e d for

cos t of ca pita l e s tima tion tha t S ta ff e mploys  to e s tima te  Arizona -A1ne rica n's  cos t of

equity, The  CAPM mode l is  discussed in grea te r de ta il in Section V of this  te s timony

1 5 Q What has been the general trend in interest rates in recent years

U.S . trea sury ra te s  from November 2000 to 2007 a re  shown in Cha rt 1. The  cha rt shows

tha t the  ra te s  in this  time fra me  ge ne ra lly de cline d until mid 2003 a nd ha ve  on a ve ra ge

risen somewhat s ince  tha t time



1 1
n
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Source: Federal Reserve

1 6 Q What has been the general trend in interest rates in the long-term?

U.S . tre a sury ra te s  from 1955 to pre se nt a re  shown in Cha rt 2. The  cha rt de mons tra te s

tha t in tha t pe riod ra tes  rose  on average  until the  1980's  and have  fa llen on average  s ince

tha t time
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1

2

3

4

5

6

7

8

9

1 0

11 Source: Federal Reserve

1 2

1 3 Q.

1 4

1 5

Wha t do the se  tre nds  sugge s t for cos t of e quity?

As  me ntione d pre vious ly, inte re s t ra te s  ge ne ra lly ha ve  a  dire ct re la tionship with cos t of

capita l. As  a  result, cos t of equity has  declined s ignificantly in the  pas t 25 years .

1 6

1 7 Risk

1 8 Q P le a se  de fine  risk a s  it re la te s  to cos t of ca pita l

1 9 A Risk is  unce rta inty tha t re sults  from the  va riability of re turns  from an inves tment. Grea te r

va ria b ility re s u lts  in  gre a te r ris k. Be ca us e  inve s tors  a re  ge ne ra lly a ve rs e  to  ris k

inves tments  with grea te r inhe rent risk mus t promise  highe r expected yie lds .' Risk can be

sepa ra ted into two components : marke t risk and non-marke t risk. Marke t risk can a lso be

re fe rred to a s  sys tematic or non-dive rs ifiable  risk. Non-marke t risk can a lso be  re fe rred to

as  unique  or dive rs ifiable  risk

A.

Scott, David L. Wall S treet Words , revised edition. Houghton Mifflin Company. Bos ton. 1988. p. 324
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1 Q- What is market risk?

2

3

4

5

6

7

8

9

Ma rke t ris k is  ris k which re s ults  from force s  tha t a ffe ct the  e ntire  ma rke t. Exa mple s  of

force s  tha t contribute  to marke t risk include  but a re  not limited to: infla tion, inte re s t ra te s ,

genera l business  cycles , inte rna tiona l incidents , and war. Each of these  forces  impacts  the

e ntire  ma rke t. An inve s tor ca nnot e limina te  ma rke t risk by holding a  dive rse  portfolio a s

ma rke t ris k a ffe cts  a ll s tocks . While  ma rke t ris k a ffe cts  a ll s tocks , the  de gre e  to which

ma rke t risk a ffe cts  a n individua l s tock's  re turns  va rie s . The  se ns itivity of a  give n s tock's

re turns  re la tive  to the  whole  marke t is  measured by the  indica tor be ta . Be ta  re fle cts  both

the  bus iness  risk and financia l risk of a  firm. As  be ta  is  a  component of the  CAPM mode l,

1 0 it is  discussed in grea te r de ta il in Section V of this  te s timony.

11

1 2 Q- What is  bus ines s  ris k?

1 3 Bus ine s s  risk is  tha t risk which is  a s socia te d with the  fluctua tion in e a rnings  due  to the

1 4

1 5

bas ic na ture  of a  firm's  bus iness . Companies  in the  same  line  of bus iness  experience  the

same  bus iness  risk a ssocia ted with ea rning cycle s  for tha t line  of bus iness . Bus iness  risk

1 6 affects cost of equity.

1 7

1 8 Q- What is  financ ia l ris k?

1 9

20

2 1

22

A.

A.

A.

Fina ncia l ris k is  the  ris k tha t re s ults  from a  compa ny's  re lia nce  on  de bt fina ncing .

Financia l risk a ffects  cos t of equity. Firms  whose  capita l is  highly leve raged have  grea te r

exposure  re la ted to the  ability to se rvice  debt. As  leve rage  increases , risk a lso increases .

This  increase  in risk results  in an increase  in cost of equity.
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1 Q. Wha t is  non-ma rke t ris k?

2

3

4

5

6

Non-ma rke t ris k, or firm-s pe cific  ris k, is  ris k tha t re s ults  from force s  which a re  firm

s p e c ific ,  o r s in g u la r to  a  E t. Exa mple s  of force s  tha t contribute  to non-ma rke t ris k

include  but a re  not limite d to: s trike s , la ws uits , fa ilure  of a  product line , a nd los s  of a

clie nt. Diffe re nt firms  e xpe rie nce  the ir own unique , or non-ma rke t, ris ks . By holding a

dive rse  portfolio an individua l inves tor can e limina te  non-marke t risk.

7

8 Q- Do market and non-market risk affect cost of equity?

9

1 0

Marke t risk does  a ffect cos t of equity. Because  non-marke t risk is  dive rs ifiable , inves tors

cannot expect to be  compensated for non-market risk.

11

1 2 v . E S TIMATING  THE  CO S T O F  E Q UITY

1 3 Introduction

1 4

1 5

1 6

1 7

Did S ta ff dire ctly e s tima te  Arizona -Ame rica n's  cos t of e quity?

No. As  Arizona -Ame rica n is  not a  publicly tra de d compa ny, fina ncia l me trics  ne e de d to

dire ctly e s tima te  Arizona -Ame rica n's  cos t of e quity a re  not a va ila ble . For this  re a s on,

S ta ff used marke t information from s ix publicly traded wa te r companies  a s  a  proxy for the

fina ncia l me trics  ne e de d to e s tima te  Arizona -Ame rica n's  cos t of e quity. Da ta  from the

proxy companies  is  averaged in Sta ff" s  ana lysis . Re lying on averaged da ta  from a  sample

group a s  a  proxy ha s  the  be ne ficia l e ffe ct of re ducing s a mple  e rror a s s ocia te d with

variance  present a t the  instant in time from which the  financia l metrics  a re  se lected

23 Q- Wha t Compa nie s  did S ta ff s e le ct a s  proxie s  or compa ra ble s  for Arizona -Ame rica n?

24 A Sta ffs  sample  cons is ted of: American S ta te s  Wate r, Ca lifornia  Wate r, Connecticut Wate r

A.

Q.

A.

A.

S e rvice s , Middle s e x Wa te r, Aqua  Ame rica , a nd S AW Corp. These companies were
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1 se lected a s  they a re  publicly traded and a  s ignificant portion of the ir revenues  come  from

2 re gula te d ope ra tions . Arizona -Ame rica n's  a na lys is  is  ba s e d on the s e  s a me  s a mple

3 companies .

4

5 Q- Wha t mode ls  did S ta ff imple me nt to e s tima te  Arizona -Ame rica n's  cos t of e quity?

6 Staff" s  estimate  of the  cost of equity is  based on the  DCF and the  CAPM.

7

8 Q- Why did S ta ff choose  to ba se  its  a na lys is  on the  DCF a nd CAP M?

9

1 0

11

S ta ff chos e  the s e  mode ls  a s  the y a re  wide ly re cognize d ma rke t ba s e d mode ls  for

e s tima ting the  cos t of equity. S ince  the  cos t of equity is  de te rmined by the  marke t, use  of

marke t based mode ls  is  appropria te . These  mode ls  a re  expla ined in the  following sections

1 2 of this  te s timony.

13

1 4 Dis counte d Ca s h Flow Mode l Ana lys is

1 5

1 6

1 7

P le a s e  p ro vid e  a  b rie f s u mma ry o f th e  th e o ry u p o n  wh ic h  th e  DCF  me th o d  o f

e s tima ting the  cos t of e quity is  ba se d.

The  DCF me thod of s tock va lua tion is  ba se d on the  the ory tha t a n inve s tme nt's  curre nt

1 8

1 9

va lue  is  equa l the  discounted sum of the  future  revenues  gene ra ted from the  inves tment.

P rofe s s or Myron Gordon pione e re d the  us e  of the  DCF me thod to e s tima te  the  cos t of

ca pita l for a  public utility in the  1960's . This  mode l is  wide ly us e d due  to its  the ore tica l

me rit a nd s implicity. The  DCF formula  ca lcula te s  the  cos t of ca pita l us ing e xpe cte d

dividends , marke t price , and a  dividend growth ra te . This recess is  applied to each of the

A.

A.

A.

sample  companies  and the  results  a re  averaged to de te rmine  an es timated cos t of capita l

for the  subject company
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1 Q- Are  a lte rna tive  growth ra te  mode ls  us e d in S ta ff's  a pplica tion of the  DCF?

2 Ye s . S ta ff use s  two ve rs ions  of the  DCF. In one  ve rs ion, S ta ff uses  a  s ingle  continuous

3

4

5

growth ra te . This  is  re fe rre d to a s  the  cons ta nt growth DCF. In the  se cond ve rs ion, S ta ff

uses  a  two-s tage  growth ra te  tha t a ssumes  tha t dividend growth will change  in the  future .

This  second model is  re fe rred to as  the  multi-s tage  or non-constant growth DCF.

6

7 The Constant-Growth DCF

8 Q- What is the mathematical formula used in Staff's constant-growth DCF analysis?

9 The  cons tant-growth DCF formula  used in S ta ffs  ana lys is  is  a s  follows:

Equation 2 :

K D1 + 8

E

where  : K the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

This  formula  assumes tha t the  company has  a  constant earnings re tention ra te  and tha t its

e a rnings  will continue  to grow a t a  s ingle  cons ta nt ra te . According to this  e qua tion, a

s tock with a  current marke t price  of $10 pe r sha re , an expected annua l dividend of $0.60

per share  and an expected dividend growth ra te  of 4.0 percent per year has a  cost of equity

of 10.0 pe rcent. This  is  ca lcula ted as  follows: ($0.60/$10 or 6.0 pe rcent) + (4.0 pe rcent)

A.

A.

10.0 percent
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1 Q How did Staff select the dividend yield components DI and PT in the constant-growth

DCF fo rmu la ?

S ta ff us e d the  e xpe cte d a nnua l divide nd" (D1) a nd s tock price  (P o) a t the  clos e  of the

market on September 5, 2007, as reported byMSN Money

6 Q. Why did Staff use the September 5, 2007 spot stock price rather than a historical

average stock price to calculate the dividend yield component of the DCF formula?

Curre nt ra the r tha n his toric s pot price  is  us e d in orde r to be  cons is te nt with fina ncia l

theory. According to the  e fficie nt ma rke t hypothe s is , curre nt s tock price s  re fle ct a ll

a va ila ble  informa tion. This  include s  inve s tors ' curre nt e xpe cta tions  of future  re turns

Cons e que ntly, curre nt s tock price  is  the  be s t indica tor of thos e  e xpe cta tions . Us e  of a

his torica l ave rage  of s tock price s  illogica lly discounts  the  most recent informa tion in favor

of le s s  re ce nt informa tion. The  la tte r is  s ta le  a nd  is  re pre s e nta tive  of unde rlying

conditions that may have changed

1 6 Q How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

The  growth component used by S ta ff is  de te rmine d by a ve ra ging s ix diffe re nt e s tima tion

me thods . The  re sults  a re  shown in S che dule  S P I-7. S ta ff ca lcula te d both his torica l a nd

proje cte d growth e s tima te s  on divide nd-pe r-sha re  ("Da s">i e a rnings -pe r-sha re  ("EP S ")

and sustainable growth bases

Value Line Summary & Index. July 27, 2007, http://ir.aquaarnerica.com and www.ctwater.com
Derived from information provided by Value Line
Derived from information provided by Value Line
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1 Q. Why did Staff include EPS growth in estimation of the dividend growth component

of the constant-growth DCF model?

Historic and projected EPS are  considered in the  constant-growth DCF model as  dividends

a re  re la te d to e a rnings . While  divide nds  la youts  a re  not ne ce s s a rily de te rmine d by a

give n cons ta nt proportion to e a rnings , divide nds  ca nnot e xce e d e a rnings  inde finite ly. In

the  long te rm, dividend layouts  a re  dependent on earnings

8 Q How did S ta ff ca lcula te  his torica l DP S  growth?

S ta ff ca lcula te d his torica l DP S  growth by a ve ra ging DP S  growth of the  s a mple  wa te r

u tilitie s  from 1996 to  2006. The se  a ve ra ge s  a re  shown on S che dule  S P I-4. Staff" S

ana lysis  indica tes  an average  his torica l growth ra te  of 2.8 for the  sample  wate r utilities

13 Q How did Staff estimate the projected DPS growth?

Sta ff ave raged the  projected DPS growth ra tes  shown in Va lue  Line for the  sample  wa te r

utilitie s . The  average  of the  DPS projections  is  4.9 percent as  shown in SPI-4

17 Q How did S ta ff ca lcula te  the  his torica l EP S  growth ra te ?

S ta ff ca lcula te d the  his torica l EP S  growth ra te  by a ve ra ging the  EP S  for the  s a mple

companies  from 1996 to 2006. S ta ff excluded Connecticut Wate r's  his torica l EPS growth

ra te  from the  average  as  it is  nega tive  1.8 and California  Waters  his torica l EPS growth ra te

as  it is  nega tive  1.2 pe rcent. This  is  done  as  nega tive  growth is  incons is tent with the  DCF

model. The  his torica l average  EPS is  4.0 percent as  shown in SPI-4
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1 Q. How did S ta ff e s tima te  the  proje cte d EP S  growth?

2

3

Sta ff ave raged the  projected EPS growth ra te s  shown in Va lue  Line for the  sample  wa te r

utilitie s . The  average  of the  EPS projections  is  9.3 percent as  shown in SPI-4.

4

5 Q- How did S ta ff ca lcula te  its  his torica l a nd proje cte d s us ta ina ble  growth ra te s ?

6

7

8

His torica l and projected sus ta inable  growth ra te s  a re  ca lcula ted by adding the  re spective

re te ntion growth ra te s  (Br) to s tock fina ncing growth ra te s  (vs ) a s  shown in the  la s t two

columns  of SPI-5.

9

1 0 Q- Wha t is  re te ntion growth?

11

1 2

1 8

1 4

Re te ntion growth is  growth in divide nds  tha t re s ults  from re te ntion of e a rnings . This

conce pt is based on the  the ory tha t divide nd growth will not be  a chie ve d unle s s  the

compa ny re ta ins  a nd re inve s ts  s ome  of its  e a rnings . It is  us e d in S ta ff s  ca lcula tion of

susta inable  growth shown in SPI-5.

1 5
/

1 6 Q- What is the formula for the retention growth rate?

1 7

1 8

Re te ntion growth is  the  product of the  re te ntion ra tio a nd the  book/a ccounting re turn on

e quity. The  formula  is  a s  follows '

Equation 3

Retention Growth Rate = Br

A.

A.

A.

A.

where the retention ratio (1 .- dividend payout ratio)

the accounting/book return on common equity
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1 Q. How did Staff calculate the average historical retention growth rate (br) for the

2 sample  water utilities?

3

4

5

S ta ff ca lcula te d the  his torica l re te ntion ra te s  by a ve ra ging the  re te ntion ra te s  for the

sample  companies  from 1997 to 2006. The  his torica l ave rage  re tention ra te  is  3.0 pe rcent

as shown in SPI-5 .

6

7 Q- How did  S ta ff de te rmine  proje cte d  re te ntion g ro wth  ra te  (b r) fo r th e  s a mp le  wa te r

8 utilitie s ?

9

1 0

1 1

S ta ff ave raged the  projected re tention growth ra te s  for the  pe riod 2009 to 2011 shown in

Va lue Line  for the  sa mple  wa te r utilitie s . The  a ve ra ge  of the  re te ntion ra te  proje ctions  is

4.3 percent as shown in SPI-5.

1 2

1 3 Q- When can retention growth provide a reasonable estimate of future dividend

1 4

1 5

1 6

1 7

1 8

1 9

growth?

The  re te ntion growth ra te  is  a  re a s ona ble  e s tima te  of future  divide nd growth whe n the

re tention ra tio is  reasonably constant and the  entity's  marke t price  to book va lue  ("marke t-

to-book ra tio") is  e xpe cte d to be  1.0. The average re tention ra tio ha s  been rea sonably

constant in recent years . However, the  ma rke t-to-book ra tio for the  sa mple  wa te r utilitie s

is  2.4, notably higher than 1.0, as  shown in Schedule  SPI-6.

20

2 1 Q. Is there any financial implication of a market-to-book ratio greater than 1.0?

22

23

Ye s . A ma rke t-to-book ra tio gre a te r tha n 1.0 implie s  tha t inve s tors  e xpe ct a n e ntity to

The

24

e a rn  a n a ccounting/book re turn  on its  e quity tha t e xce e ds  its  cos t of e quity.

re la tionship be tween required re turns  and expected ca sh flows  is  readily obse rved in the

f 25 fixed securitie s  marke t. For example , a ssume  an entity contempla ting issuance  of bonds

I
f

A.

A.

A.

A.

l l I  H l l ll I I I II 1111111111-11---1-111
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l

2

3

4

5

6

7

8

9

with a  fa ce  va lue  of $10 million a t e ithe r 6.0 pe rce nt or 7.0 pe rce nt, a nd thus , pa ying

a nnua l inte re s t of $600,000 or $700,000, re spe ctive ly. Re ga rdle ss  of inve s tors ' re quire d

re turn on s imila r bonds , inves tors  will be  willing to pay more  for the  bonds  if is sued a t 7.0

percent than if the  bonds a re  issued a t 6.0 percent. For example , if the  current inte res t ra te

re quire d by inve s tors  is  6.0 pe rce nt, the n inve s tors  would bid $10 million for the  6.0

pe rce nt bonds  a nd more  tha n $10 million for the  7.0 pe rce nt bonds . S imila rly, if e quity

inves tors  require  a  7.0 pe rcent re turn and expect an entity to am accounting/book re turns

of 12.0  pe rce nt, the  ma rke t will b id  up the  price  of the  e ntity's  s tock to  provide  the

required re turn of 7.0 percent.

1 0

11 Q.

1 2

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years"

1 3 Sta ff ha s  a ssumed tha t inves tors  expect the  ma rke t-to-book ra tio to rema in grea te r than

1 4 1.0. Give n tha t, S ta ff ha s added a s tock fina ncing growth ra te  (vs ) te rn te  the  re te ntion

1 5 ra tio (be) term to calcula te  its  historical and prob ected susta inable  growth ra tes.

1 6

1 7 Q.

1 8

Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case include stock financing growth as an input?

1 9 Ye s .

20

2 1 Q. What is stock financing growth?

22

23

24

S tock fina ncing growth is  the  growth in a n e ntity's  divide nds  due  to the  sa le  of s tock by

tha t entity. S tock financing growth is  a  concept de rived by Myron Gordon and discussed

in his  book The  Cost of Capita l to a  Public Utilizy.5 S tock financing growth is  the  product

5 Gordon, Myron J . The  Cos t of Ca pita l ro a  Public Utility, MSU Public Utilities  S tudies , Michigan, 1974. pp 31~35.

A.

A.

A.

r
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1

2

3

of the  fra c tion  o f the  funds  ra is e d  from the  s a le  o f s tock tha t a ccrue s  to  e xis ting

sha reholde rs  (v) and the  fraction re sulting from dividing the  funds  ra ised from the  sa le  of

s tock by the  exis ting common equity(s).

4

5 Q. What is  the  mathematica l formula  for the  s tock financing growth ra te?

6 The  s tock financing growth ra te  formula  is  a s  follows:

Equa tion 4  :

S tock Fina ncing Growth = vs

where  : v

S

Fra ction of the  funds  ra ise d from the  sa le  of s tock tha t a ccrue s

to existing shareholder is

Funds  ra ise d from the  sa le  of s tock a s  a  fra ction of the  e xis ting

common e quity

7

8 Q. How is the variable v presented above calculated?

9 Variable  v is  ca lcula ted a s  follows:

Equa tion 5

book value

market value

A.

A.

For e xa mple , a s sume  tha t a  sha re  of s tock ha s  a  $40 book va lue  a nd is  se lling for $80

Then, to find the  va lue  of v, the  formula  is  applied
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v I
40

80

1 In this  example , v is  equa l to 0.50.

2

3 Q- How is the variable s presented above calculated?

4 Variable  s  is  ca lcula ted a s  follows:

5

6
Equa tion 6:

7
S

8

Funds ra ised from issuance  of s tock

Tota l exis ting common equity before  issuance

1 0

1 1

For example , a ssume  tha t an entity ha s  $100 in exis ting equity, and it se lls  $25 of s tock.

Then, to find the  va lue  of s , the  formula  is  applied:
/

s
2 5

100

1 2 In this  example , s  is  equal to 25.0 percent.

1 3

1 4 Q- What is the vs term when the market-to-book ratio is equal to 1.09

1 5

1 6

1 7

1 8

A ma rke t-to-book ra tio  e qua l to  1.0 re fle cts  tha t inve s tors  e xpe ct a n e ntity to  e a rn a

book/a ccounting re turn on the ir e quity inve s tme nt e qua l to the  cos t of e quity. Whe n the

marke t-to-book ra tio is  equa l to 1.0, none  of the  funds  ra ised from the  sa le  of s tock by the

entity accrues  to the  bene fit of exis ting sha reholde rs , i.e ., the  te rm v is  equa l to ze ro (0.0).
\

A.

A.
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1

2

Consequently, the  vs  te rm is  a lso equa l to ze ro (0.0). When s tock financing growth is  ze ro,

dividend growth depends  sole ly on the  Br te rn.

3

4 Q- What is the affect of the vs term when the market-to-book ratio is greater than 1.0'?

5

6

7

8

9

1 0

11

1 2

A ma rke t-to-book ra tio gre a te r tha n 1.0 re fle cts  tha t inve s tors  e xpe ct a n e ntity to a m a

book/accounting re turn on the ir equity inves tment grea te r than the  cos t of equity. Equa tion

5 shows  tha t whe n the  ma rke t-to-book ra tio is  gre a te r tha n 1.0 the  v te rm is  a lso gre a te r

than ze ro. The  excess  by which new shares  a re  issued and sold over book va lue  per share

of outs tanding s tock is  a  contribution tha t accrues  to exis ting s tockholde rs  in the  form of a

highe r book va lue . The  re sulting highe r book va lue  leads  to highe r expected ea rnings  and

divide nds . Continue d growth from the  vs  te rm is  de pe nde nt upon the  continue d is sua nce

and sale  of additional shares a t a  price  that exceeds book value per share .

1-3

1 4 Q~

1 5
}

1 6

Wha t vs  e s tima te  did S ta ff ca lcula te  from its  a na lys is  of the  s a mple  wa te r utilitie s ?

Sta ff e s tima ted an average  s tock financing growth (vs) of 2.7 pe rcent for the  sample  wa te r

utilitie s  as  shown in Schedule  SPI-5.

1 7

1 8 Q-

1 9

20

2 1

22

What would one expect to occur should a stock have a market-to-book ratio greater

than 1.0 as a result of investors' expectations that earnings would exceed the east of

equity capital and the entity subsequently have rates authorized equal to its cost of

equity capital?

A reasonable expectation is for the market-to-book ratio to move toward 1.0.

23

A.

A.

A.
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1 Q-

Z

3

4

If the average market-to-book ratio of the sample water utilities falls to 1.0 due to

authorized ROE's equaling the cost of equity capital, would Staff's inclusion of the vs

term in its constant-growth DCF analysis result in an overestimate of its sustainable

dividend growth rate and the resulting DCFROE estimate?

5 Yes. Inclusion of the vs term assumes that the market-to-book ratio continues to exceed

6

7

8

1.0, and that the water utilities will continue to issue and sell stock at prices exceeding

book value resulting in benefits for existing shareholders. If the market-to-book ratio

declines to 1.0, the stock financing tern is not necessary.

9

1 0 Q. Wha t a re  S ta ffs  his torica l a nd proje cte d s us ta ina ble  growth ra te s ?

11

12

Ba se d on the  a ve ra ge  e a rnings  re te ntion of the  sa mple  wa te r compa nie s , S ta ff" s  e s tima te d

his torica l s us ta ina ble  growth ra te  is  5.7 pe rce nt.  S ta ffs  proje c te d s us ta ina ble  growth ra te

13 Staff S

1 4

is  8 .2 pe rce nt ba s e d on the  re te ntion growth ra te  proje cte d by Va lue  Line .

estimates of the  susta inable  growth ra te  are  shown in SPI-5 and SPI-7.

1 5

1 6 Q. Wha t is  S ta ffs  e xpe cte d infinite  a nnua l growth ra te  in divide nds ?

1 7

1 8

1 9

Staffs expected infinite annual growth rate in dividends is 5.8 percent, the average of

historical and projected dividends per share ("DPS"), earnings per share ("EPS"), and

sustainable growth rate estimates. The calculation is shown in SPI-7.

20

2 1 Q.

22

Wha t is  S ta ffs  cons ta nt-growth DCF e s tima te ?

Staffs  constant-growth DCF estimate  is  8.6 percent as  shown in Schedule  SPI-2.

23

A.

A.

A.

A.
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1

2 Q-

3

4 A.

Multi-Stage  DCF

Why did S ta ff include  the  multi-s ta ge  DCF in its  e s tima te  of Arizona -Ame rica n's

cost ofequity?

Staff used the multi-stage DCF to consider the assumption that dividends may not grow at

5 a  cons ta nt ra te .

6

7 Q. P le a se  de scribe  the  multi-s ta ge  DCF use d in S ta ff's  a na lys is?

8

9

As mentioned previous ly, the  multi-s tage  DCF uses  two s tages  of growth. The  firs t s tage

is  four ye a rs  followe d by the  s e cond s ta ge . A s e pa ra te  growth ra te  is  a pplie d to e a ch

10 stage.

11

12 Q~ What is the mathematical formula for the multi-stage DCF?

18 The  multi-s tage  DCF formula  is  shown in the  following equa tion:

14

1
Equa tion 7

n

pt
n

D /

(1+K)'
+

Dnl1+g"l

K-8,
1

(1+K)

Where : 3
D/
K

n

Du

gr

currentstockprice

dividends expected during stage 1

costofequity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after year n

15

16 Q. What steps did Staff take to implement its multi-stage DCF cost of equity model?

1 7

18

A.

A.

A.

Firs t, Staffprojected future dividends for each of the sample water utilities using the near-

term and long-term growth rate periods discussed previously. Second, Staff calculated the
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1

2

3

ra te  (cos t of e quity) which e qua te s  the  pre se nt va lue  of the  fore ca s te d divide nds  to the

curre nt s tock price  for e a ch of the  s a mple  wa te r utilitie s . Fina lly, S ta ff ca lcula te d a n

average  of the  individua l sample  companies ' cost of equity es timates .

4

5 Q. How did  S ta ff calcula te growth ra te  fo r the  firs t s ta ge  of the  multi-s ta ge  DCF?

6

7

8

The  growth ra te  for the  firs t s ta ge  is  ba se d on Va lue  Line 's proje cte d divide nds  for the

next twelve  months , when ava ilable , and on the  average  dividend growth ra te  ca lcula ted in

Sta ffs  constant DCF ana lysis  for the  remainder of the  s tage .

9

1 0 Q- How did Staff estimate the growth rate for the second stage of the multi-stage DCF

1 1 mode l?

1 2 S ta ff ca lcula te d the  a rithme tic me a n of growth in GDP  from 1929 to 2006.6 Use  of the

1 3 his toric a rithme tic me a n of GDP  a s s ume s  tha t divide nd growth for the  utility will be

1 4 s imila r to the  his torica l growth in the  ove ra ll e conomy.

1 6 Q Wha t is  the  his torica l GDP  growth ra te tha t S ta ff use d in s ta ge -2 growth?

1 7 A The arithmetic mean of growth in GDP used in s tage-2 is  6.8 percent as  shown in SPI-8

1 9 Q

20 A

Wha t is  S ta ff's  multi-s ta ge  DCF e s tima te ?

Staffs  multi-s tage  DCF estimate  is  9.5 percent as  shown in Schedule  SPI-8

1

A.

A.

www.bea.doc.gov
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1 Q- What is Staff's overall DCF estimate?

2

3

4

S ta ff s ove ra ll DCF es tima te  is  9.1 pe rcent. S ta ff ca lcula ted the  ove ra ll DCF e s tima te  by

a ve ra ging the  cons ta nt growth DCF (8.6 pe rce nt) a nd multi-s ta ge  DCF (9.5 pe rce nt)

estimates as shown in Schedule  SPI-2.

5

6

7

Capital Asset Pricing Model

Q. Please describe the capital asset pricing model ("CAPM") and the premise it is based

8 OII.

9

1 0

11

1 2

18

1 4

1 5

1 6

1 7

1 8

1 9

The  CAP M is  a  mode l use d in pricing of s e curitie s . The  CAP M formula  is  ba se d on the

pre mis e  tha t the  re turn on a  s e curity is  e qua l to the  s um of a  ris k fre e  ra te  a nd a  ris k

pre mium. The  risk fre e  ra te  portion of the  formula  compe nsa te s  a n inve s tor for the  risk

inhe rent in inves ting in the  marke t. The  risk premium portion of the  formula  compensa te s

a n inve s tor for ta king on a dditiona l ris k. The  mode l illus tra te s  the  re la tions hip be twe e n

risk a nd e xpe cte d re turn. It is  use ful in e s ta blishing e xpe cte d re turns  for a  se curity give n

its  ris k a nd the  re turns  of othe r s e curitie s  of s imila r ris k. In 1990, P rofe s s ors  Ha rry

Ma rkowitz, Willia m S ha rpe , a nd Me rton Mille r e a rne d the  Nobe l P rize  in  Economic

S cie nce s  for the ir contribution to the  de ve lopme nt of the  CAP M. The  CAP M a s s ume s

tha t inve s tors  hold portfolios  s ufficie ntly dive rs ifie d to e limina te  a ny non-s ys te ma tic

(unique) risk.7

20

2 1 Q- What is the mathematical formula for the CAPM?

22 The  mathematica l formula  for the  CAPM is  :

23

7 Brigham, Eugene F. and Ehrhardt, Michael C. Financia l Management Theoryg g i Practice 11"' Edition. 2005.
Thomson South-Western. United States . P. 182.

A.

A.

A.
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Equation 8

R,+/8(R

where risk free ra te

return on market

/5'

market risk premium

expected return

The  e qua tion s hows  tha t the  e xpe cte d re turn (K) on a  s e curity is  e qua l to the  ris k-fre e

inte re s t ra te  (Rf ) plus  the  product of the  ma rke t risk pre mium ("Rp") (R Rf) multiplie d

by be ta  (B) where  be ta  represents  the  risk of the  investment re la tive  to the  market

6 Q What is  the  ris k free  ra te?

The  risk free  ra te  is  the  ra te  of re turn of an investment with no risk

9 Q What rate does Staff use to estimate the risk free rate?

Staff re lies  on the  U.S. Treasury security spot ra tes as  an estimate  for the  risk free  ra te

1 2 Q. Why a re  U.S . Tre a s ury s e curity s pot ra te s  a n a ppropria te  me a s ure  of the  ris k-fre e

ra te ?13

U.S. Treasury securitie s  a re  genera lly cons ide red risk free  a s  they a re  issued and backed

by the  U.S . Gove rnme nt. U.S . Tre a s urie s  a ls o ha ve  the  be ne fit of be ing ve rifia ble

objective  and readily ava ilable

1 8 Q What does beta measure

Be ta  re pre se nts  the  corre la tion be twe e n price  va ria tion of a n individua l se curity a nd the

price  va ria tion of the  ma rke t. Be ta  is  a  me a sure  of sys te ma tic (ma rke t) risk. S ys te ma tic
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1

2

3

ris k, a s  oppos e d to uns ys te ma tic (unique ) ris k, ca nnot be  e limina te d by dive rs ifica tion.

Inve s tors  who hold dive rse  portfolios  ca n e limina te  non-sys te ma tic risk. The re fore , only

systematic risk a ffects  die  cos t of equity.

4

5 Q. How is the beta measurement expressed?

6

7

8

9

Beta  is  expressed a s  a  numera l. Be ta  for the  marke t is  1.0. A security with a  be ta  grea te r

than 1.0 is  riskie r than the  marke t, a rid a  security with a  be ta  less  than 1.0 is  less  risky than

the  ma rke t. The  de gre e  to which a  give n s e curity's  be ta  is  gre a te r or le s s  tha n 1.0

indica tes  its  re la tive ly grea te r or le sse r risk to the  marke t.

1 0

11 How did Staff estimate Arizona-American's beta?

1 2

1 3

1 4

Sta ff" s  DCF ana lys is  for Arizona-American uses  a  be ta  equa l to the  ave rage  of the  be tas

for the  sample  companies . S ta ff used the  be tas  published in Va lue  Line on July 27, 2007.

The  a ve ra ge  of the  be ta s  is  0.85. Sche dule  SPI-6 shows  the Va lue  Line be tas  and the ir

1 5 average.

1 6

1 7 Q. How did the average of the sample water utilities beta's compare to the market's

1 8 beta?

1 9

20

2 1

The  a ve ra ge  be ta  of the  s ix s a mple  wa te r utilitie s  is  0.85. This  conclus ion is  ba s e d on

ave raging be ta 's  published in Va lue  Line on July 27, 2007. As  be ta  for the  e ntire  ma rke t

is  1.0, the  average of the  sample  companies ' betas is  less than the  market's  beta .

22

A.

A.

Q.

A.
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1 Q.

2

Wh a t is  th e  imp lica tio n  o f a  0 .8 5  b e ta  fo r th e  a ve ra g e  o f s a mp le  wa te r u tilitie s

compa re d to a  1.0 be ta  for the  ma rke t?

3

4

The  implica tion is  tha t the  cos t of equity for a  regula ted wa te r utility is  be low the  ave rage

required re tune  on the  market.

5

6 Q. P le a s e  de s cribe  the  e xpe cte d ma rke t ris k pre mium (Rm-Rf).

7 Conceptua lly, it is  the  re turn tha t an inves tor expects  to rece ive  to compensa te  for marke t

8 ris k. Ma thema tica lly speaking, the  expected marke t risk premium is  the  expected re turn

9 on a  marke t portfolio minus  the  risk free  ra te .

1 0

11 Q-

1 2

1 3

1 4

1 5

Ho w m a n y ris k p re m iu m  C AP M a n a lys e s  d id  S ta ff c o n d u c t in  its  a n a lys is  o f

Arizona -Ame rica n's  cos t of e quity ca pita l?

S ta ff conducte d two ris k pre mium CAP M a na lys e s : curre nt ma rke t ris k pre mium a nd

his toric marke t risk premium. S ta ff ave raged the  re sults  of the  two risk premium ana lyses

to ca lcula te  a  CAPM cost of equity es timate  as  shown in SPI-2.

1 6

1 7 His to ric  Ma rke t Ris k P re miu m

1 8 Q. Wha t did S ta ff us e  for the  his toric ma rke t ris k pre mium?

1 9

20

2 1

S ta ff re fe rre d to  the  Ibbots on As s ocia te s ' S tocks , Bonds , Bills , a nd Infla tion 2007

Yearbook a nd se le cte d Ibbotson's  me a sure  of the  a ve ra ge  pre mium of the  ma rke t ove r

inte rmedia te  trea sury securitie s  s ince  1926. Ibbotson Associa te s  ca lcula te s  the  his torica l

A.

A.

A.

A.

risk premium by ave raging the  his torica l a rithme tic diffe rences  be tween the  S&P 500 and

the  inte rme dia te -te rm gove rnme nt bond income  re turns . S ta ffs  h is to ric  ma rke t ris k

premium is  7.6 percent as  shown in Schedule  SPI-2
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1 Current Market Risk Premium

2 Q- How did S ta ff e s ta blis h the  curre nt ma rke t ris k pre mium?

3

4

5

6

7

Sta ff solved equa tion 8 for the  marke t risk premium us ing a  DCF de rived expected re turn

(K) of 11.43 pe rce nt based on Value Line 's curre nt proje ctions  for the  divide nd yie ld (1.7

pe rce nt) a nd growth (9.73 pe rce nts ) for a ll divide nd pa ying s tocks , the  30-ye a r Tre a sury

note  ra te  (4.78 pe rce nt) for the  ris k fre e  ra te  (Rf), a nd the  ma rke t be ta  of 1.0. S ta ff

ca lcula ted a  current marke t risk premium of 6.65 percent.9

8

9 Q. Wha t a re  the  re s u lts  o f S ta ff's  h is to rica l a nd  curre n t ma rke t ris k p re mium C AP M

10

1 1

1 2

a na lys e s ?

S ta ff' s  cos t of e quity e s tima te  is  10.8  pe rce nt us ing the  his torica l ma rke t ris k pre mium

CAP M a nd 6.7 pe rce nt us ing curre nt ma rke t ris k pre mium CAP M.

1 3

1 4 What is  S ta ff's  ove ra ll CAP M e s tima te ?

1 5

Q .

A S ta ffs  ove ra ll CAP M e s tima te  is  10.6 pe rce nt which is  the  a ve ra ge  of the  his torica l

ma rke t ris k pre mium CAP M a nd the  curre nt ma rke t ris k pre mium CAP M e s tima te s  a s

shown in Schedule  SPI-2

1 9 VI.

20 Q

S UMMARY OF S TAFF'S  COS T OF EQUITY ANALYS IS

Wha t is  S ta ffs  cons ta nt-growth DCF a na lys is  e s tima te  of the  cos t of e quity for the

sample water companies

22 A S ta ffs  cons ta nt-growth DCF e s tima te  of the  cos t of e quity for the  s a mple  wa te r utilitie s  is

8 .6  pe rce nt. The  re s ults  a re  s hown in  S che dule  S P I-2. A s umma ry of the  a na lys is  is  a s

fo llows

A.

A.

3 to 5 year growth = 45%. 1.45 1.0973, (1.0973 _ 1.0 : .0973 or 9.73%)
If 11.43= 4.78% + 1(Rm- Rm, then, (R R = 6.65%
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1

2

k = Dividend yield + Expected dividend growth

k : : 2.8% + 5.8%

3 k : 8 .6%

4

5 Q. Wha t is  S ta ffs  multi-s ta ge  DCF a na lys is  e s tima te  of the  cos t of e quity for the  s a mple

6 wa te r compa nie s?

7

8

9

Sta ffs  multi-s ta ge  DCF e s tima te  of the  cos t of e quity for the  sa mple  wa te r utilitie s  is  9.5

pe rce nt. The  re s ult is  pre s e nte d in S che dule  S P I-2. A s umma ry of the  a na lys is  is  a s

follows :

10

11
12
13
14

Compa ny Equity Cost
Estimate (k)
9.2%
9.7%
8.7°
10.4%
105%

American Sta tes Water
Ca lifornia  Wate r
Aqua  America
Connecticut Water
Middle sex Wate r
SJW Corp
Ave ra ge

8.69

9.5%

2 1 Q Wha t is  S ta ffs  ove ra ll DCF e s tima te  of the  cos t of e quity

22 A

A.

S ta ffs  ove ra ll DCF e s tima te  of the  cos t of e quity for the  s a mple  utilitie s  is  9.1 pe rce nt

This  e s tima te  is  ca lcula te d by a ve ra ging S ta ffs  cons ta nt growth a nd multi-s ta ge  DCF

estimates as shown in Schedule SPI-2
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1 Q- Wha t is  S ta ff's  CAP M e s tima te  of the  cos t of e quity for the  s a mple  compa nie s  us ing

2 the  his torica l ma rke t ris k p re mium?

3 Sta ffs  CAPM es tima te  of the  cos t of equity for the  sample  companie s  us ing the  his torica l

4 The  re s ults  a re  s hown in S che dule  S P I-2. A
5

ma rke t ris k pre mium is  10.8 pe rce nt.

summary of the  ana lys is  is  a s  follows:

6
7
8
9

10
11

k == historical risk Hee rate + beta * historical market risk premium
k = 4.3% + 0.85 * 7.6%
k = 4.3% + 6.5%
k = 10.8%

12 Wha t is  S ta ff's  CAP M e s tima te  of the  cos t of e quity for the  s a mple  compa nie s  us ing

13 the  curre nt ma rke t ris k pre mium?

14 Sta ff' s  CAPM e s tima te  of the  cos t of e quity for the  sa mple  compa nie s  us ing the  curre nt

15 The  re s ults  a re  s hown in S che dule  S P I-2. A
16

ma rke t ris k pre mium is  10.4 pe rce nt.

summary of the  analysis  is  as  followsl0z

/

17
18
19
20
21

k : : current risk free  ra te  + beta  >l: current market risk premium
k =: 4.8% + 0.85= 6.7%
k 1 4.8% + 5.6%
k = 10.4%

22

23 Q- Wha t is  S ta ff's  ove ra ll CAP M e s tima te  of the  cos t of e quity for the  s a mple  utilitie s ?

24

25

26

S ta ffs  ove ra ll CAP M e s tima te  for the  s a mple  utilitie s  is  10.6 pe rce nt. This  e s tima te  is

ca lcula ted by ave raging S ta ffs  cons tant growth and multi-s tage  DCF es tima tes  a s  shown

in Schedule  SPI-2.

27

10 Rounded Figures

A.

A.

Q.

A.
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1 Q- Please summarize the results of Staff's cost of equity analysis.

2 The  following table  shows the  re sults  of S ta ffs  cos t of equity ana lys is :

3

4 Ta b le  5

Me th o d Estimate
9.1%

10.6%
9.9%

Average  DCF Estimate
Average  CAPM Estima te
Ove ra ll Ave ra ge

5 Staffs  average  es timate  of the  cost of equity of the  sample  wate r utilitie s  is  9.9 percent.

6

7 VII.

8 Q.

F INAL COS T OF E Q UITY E S TIMATE S  F O R  AR IZO NA-AME R IC AN

Doe s  ca pita l s tructure  influe nce  the  cos t of e quity"

9

1 0

Ye s . Ca pita l s tructure  influe nce s  cos t of ca pita l. Compa nie s  with highe r de bt le ve ra ge

ha ve  highe r fina ncia l ris k. Inve s tors  re quire  a  highe r ra te  of re turn to compe ns a te  for

gre a te r ris k. Accordingly, whe n a n Compa ny"s  ca pita l s tructure  is  diffe re nt tha n the

average of the  sample  companies an adjustment to the  cost of equity may be  appropria te  to

re flect the  diffe rence  in financia l risk

1 5 Q Doe s  Arizona -Ame rica n 's  ca pita l s tructure  diffe r from the  a ve ra ge  ca pita l s tructure

of the  sample  companie s

1 7 A Yes . Arizona -American's  capita l s tructure  re flects  more  financia l risk than the  ave rage  of

the  sample  companies. The sample  companies average 50.1 percent debt and 49.9 percent

A.

A.

e qulty
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1 Q-

2

Does Staff recommend an adjustment to recognize the difference in financial risk

between Arizona-American and the sample companies"

3 Ye s .

4

5

6

7

8

S ta ff us e d the  me thodology de ve lope d by P rofe s s or Robe rt Ha ma da  of the

Unive rs ity of Chica go, which incorpora te s  ca pita l s tructure  the ory with the  CAP M, to

e s tima te  the  e ffe ct of Arizona -Ame rica n's  ca pita l s tructure  on its  cos t of e quity. S ta ff

ca lcula te d a  fina ncia l ris k a djus tme nt for Arizona -Ame rica n of pos itive  90 ba s is  points .

S ta ff e s tima te d a  10.8 cos t of e quity for Arizona -Ame rica n by a ddition of the  fina ncia l

ris k a djus tme nt to S ta ffs  a ve ra ge  e s tima te  of the  cos t of e quity to the  s a mple  wa te r

9 utilitie s .

1 0

1 1 The  ca lcula tion is  a s  follows:

1 2

1 3

1 4

Adjusted ROE = Overa ll average  es timated ROE + Financia l risk adjus tment

Adjus ted ROE for Arizona -American = 9.9% + 0.9%

Adjus te d ROE for Arizona -Ame rica n = l0.8%

1 5

1 6 Q. Wha t is  S ta ff's  ROE re c omme nda tion  fo r Arizona -Ame ric a n"

1 7 Staff recommends an ROE of 10.8 percent.

1 8

1 9 VIII.  R ATE  O F  R E TUR N R E C O MME NDATIO N

20 Q. What is Staffs overall rate of return recommendation for Arizona-American?

2 1

22

23

Sta ff re comme nds  a  7.4 pe rce nt ROR for Arizona -Ame rica n. S ta ff' s  re comme nda tion is

based on a  capita l s tructure  composed of 62.4 percent debt a t 5.4 percent and 37.6 percent

equity a t 10.8 percent as shown in Schedule  SPI-1 and Table  6 below.

24

A.

A.

A.
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1 Ta b le  6

We ight Cos t
Weighted
Cost

Debt
Common Equity

62.4%
37.6%

5.4%
10.8%

3.3%
4.1%

7.4%Cos t of Ca pita l/ROR

2

3 IX. S TAFF RES P ONS E TO COMP ANY'S  COS T OF CAP ITAL WITNES S  MR. J OEL

4 M. R E IKE R

5 Q. Please summarize Mr. Reiker's cost of capital analyses and recommendations.

6

7

Mr. Ra ke r's  cos t of ca pita l re comme nda tion is  ba s e d on us e  of both CAP M a nd DCF

mode ls . Like  S ta ff, Mr. Re ike r use s  both a  cons ta nt a nd multi-s ta ge  growth DCF mode l

8 a nd  bo th  a  curre n t a nd  h is to ric  ma rke t ris k p re mium CAP M mode l.

9

1 0

1 1

1 2

1 3

me thodology is  s imila r to S ta ff' s  but doe s  include  some  diffe re nce s . Mr. Re ite r include s

Southwest Wate r in his  group of proxy sample  companies  in addition to the  s ix companies

us e d by S ta ff Mr. Ra ke r's  Ha ma da  a djus tme nt re lie s  on ma rke t va lue s  of the  s a mple

compa nie s  ra the r tha n book va lue . Mr. Re ike r's  propos e d ca pita l s tructure  doe s  not

include  debt re la ted to the  Phoenix Inte rconnection Agreement. Mr. Reeke r recommends

1 4 an 11.3 percent ROE and an 8.0 percent overall ROR.

1 5

1 6

1 7

Proxy Companies

Wh a t a re  S ta ff's  c o mme n ts  o n  Mr. Re ike r 's  in c lu s io n  o f S o u th we s t Wa te r in  th eQ-

1 8

1 9

20

A.

A.

Compa ny's  s a mple  ofproxy companies ?

Southwes t Wa te r is  a  le ss  than des irable  repre senta tive  of a  regula ted wa te r utility s ince

the  ma jority of its  re ve nue s  a re  de rive d from non-utility ope ra tions . S outhwe s t Wa te r is

not compa ra ble  to Arizona -Ame rica n a nd inclus ion of S outhwe s t in the  proxy s a mple
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s ke ws  the  re s ults  of the  fina ncia l a na lys is . For this  re a s on, S ta ff oppos e s  including

Southwest Wate r in the  proxy sample  group for ROE es timation

4

5

Market Value Capital Structure

What are Staff's comments on Mr. Raker's use of market value rather than bookQ

va lue  of e quity in ca lcula ting re turn on e quity

The  Compa ny use s  ma rke t va lue  to re pre se nt the  e quity pos itions  of the  s a mple  group

compa nie s  for us e  in  ca lcula tion of a  fina ncia l ris k a djus tme nt. It is  bo th  common

Commiss ion practice  and appropria te  utility ra temaking to compare  the  book va lue  capita l

s tructure  of the  subject utility to the  book va lue  capita l s tructures  of proxy companies

1 2 Q Has Mr. Raker previously supported the use of book value equity in calculation of

financial risk adjustments in utility ratemaking

Yes. While  re pre s e nting Commis s ion S ta ff in J a nua ry of 2005, Mr. Re ite r s ubmitte d

written profiled te s timony on beha lf of S ta ff in a  ra te  case  filed by Qwest Corpora tion and

a rgue d in support of the  use  of book va lue  e quity for fina ncia l risk a djus tme nts  in utility

ra temaking (Docke t Nos . T-105113-03-0454 and T-00000D-00-0672).1 1

Surrebutta l Testimony from the  Qwest ra te  case  is  included as  Exhibit 1

Mr.  R a ke r's

20 Q Does Staff agree with the testimony and reasoning of Mr. Raker contained in his

Surrebuttal Testimony of January 2005 in regard to the use of book value equity in

financial risk adjustments

Exhibit 1, pages  1 through 5
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1

2

Ca pita l S tructure

Q- What are Staff's comments on Mr. Raker's capital structure?

3

4

5

The  Company did not include  debt re la ted to the  Phoenix Inte rconnection Agreement in its

ca lcula tion of the  ca pita l s tructure . The  re duction of de bt pre se nt in the  ca pita l s tructure

re s ults  in a  lowe r we ighte d a ve ra ge  cos t of ca pita l. As  Arizona -Ame rica n ha s  fina ncia l

6 P hoe nix Inte rconne ction Agre e me nt it is a ppropria te  to include  the

7

obliga tions  in the

obliga tions  in the  capita l s tructure  as  debt.

8

9 x. R E C O MME NDATIO NS

1 0 Q- Please summarize Staff's recommendations.

11

1 2

13

S ta ff re comme nds  a  7.4 pe rce nt ROR for Arizona -Ame rica n. S ta ffs  re comme nda tion is

based on a  capita l s tructure  composed of 62.4 pe rcent debt and 37.6 pe rcent equity and a

10.8 percent ROE as shown Table  7 below.

1 4

1 5 Ta ble  7

Weight Cost
Weighted
Cost

De bt
Common Equity

62.4%
37.6%

5.4%
10.8%

3.3%
4.1%

Cos t of Ca pita l/ROR 7.4%

1 6

1 7 Staff further recommends tha t the  Commission re ject the  Company's  proposed 8.0 percent

1 8 ROR. The  Compa ny's  proxy group include s  a  wa te r compa ny whos e  re ve nue s  a re

19

20

pre domina ntly 80m non-utility s a le s . The  ROE us e d by the  Compa ny in s upport of its

ROR include s  a  fina ncia l ris k a djus tme nt me thod tha t is  not a ppropria te  to utility ra te

2 1 making. The  Company fa ils  to include  a ll of its  debt obliga tions  in its  capita l s tructure .
r
\

22

r

A.

A.
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1 Q- Does this conclude your Direct Testimony?

2 Ye s , it doe s .

I

A.

ll l w I I H l I I  l l
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EXECUTIVE SUMMARY
J OELM. REIKER

DOCKET nos. T-01051B-03_0454.T-00]00D-00-0672

The surrebuttal testimony of Staff witness Joel M. Reiter addresses the following issues

Response to the rebuttal testimotw of Peter C. Cumrnjmzs

Hamada Methodology .- Staff responds to Mr. Cummings' assertion that Staff inappropriately used
book-value capital structures when applying the Hamada leverage adjustment methodology

Stab does not take issue with the prescribed application of the I-Iarnada mediodology. Corporate
finance states that a Finn's weighted average cost of capital ("WACC") is appropriately calculated
using the market-value capital structure. However, regulatory finance determines a fair rate of return
("ROR") as a weighted average of the embedded cost of debt and the opportunity cost of equity
measured at book value. Hence, it is the book value of debt and equity which is of interest to die
regulator

Mr. Cununings' capital structure/financial risk adjustment, which compares market-value capital
structures to a book-value capital sll'Llcture, unnecessarily introduces a known inconsistency to the
required return estimate for Qwest. An appropriate adjustment procedure would compare book
values to book values rather than market values to book values

Mr. Cummings' testimony regarding Qwest's market value is inconsistent with the testimony of
Company witness Philip Grate, and supports Statlf"s position that it is appropriate to unlevel and
reliever beta using book-value capital structures in this proceeding

Austen Beta: .- Staff responds to Mr. Cummings' testimony that published betas should not be
unadjusted before they are unlevered and relevered

The relative effect of unadjusting and readjusting beta is the result of simple mathematics and not an
ad hoc attempt to trim Staff"s estimate of Qwest's required return, as MI. Cummings suggests

The relevered beta provided by the Hamada methodology is an estimate of the OLS slope, or
statistical regression, of an adjusted rate of return time series. Accordingly, if the result of unlevering
and relevering beta estimates using Hamada's methodology is a classical, or raw estimate, it makes
sense to begin with a classical, or raw, estimate rather than a Bayesian estimate

A reasonableness check on Staffs capital sizucture/financial risk acQustrnent based on modern capital
structure theory set forth by Franco Modigliani and Merton Miller conforms the reasonableness of
Staffs recommendation in this case

Response to the rebuttal testimony of Phi1iD E. Grate

Fair Value/Earnings Requirement - Staff responds to Mr. Grate's assertion that the ROR must be
multiplied by the Company's fair value rate base ("FVRB") to determine dollar earnings, rather than
multiplying the ROR by the OCRB and solving for a ROR that, when applied to the FVRB, produces
the same dollar level of earnings
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1 INTRODUCTION

Please state your name and business address

My name is Joel M. Reiter. My business address is 1200 West Washington Street,

Phoenix. Arizona 85007

Are you the same Joel M. Reiker who previously filed direct testimony in this

proceeding

1 0 Q What is the purpose of your surrebuttal testimony

The propose of my surrebuttal testimony is to respond to criticisms of Staffs direct

testimony contained in the rebuttal testimony of  Qwest Corporation ("Qwest" or

Colnpany") witness Mr. Cummings. I also respond to Company witness Philip Grate's

rebuttal testimony concerning fair value

16

17

1 .  RE S P O NS E  TO  THE  RE BUTTAL TE S TIMO NY O F  P E TE R c .  CUMMING S

Cap ita l S tru  cu re /Fin an c ia l Ris k Ad ju s tmen t

18 Hamada  Methodology

1 9 Q How does Staff respond to Mr. Cummings assertion that the levered and unlevered

beta equations developed by Professor Hamada specify the use of market values of

debt and equity, rather than the book values used by Stall? (See rebuttal testimony

of Peter C. Cummings. p. 6 at 16 - 20 & p. 7 at 1 - 4.)

Staff agrees that Hamada indeed specifies the use of market values of debt and equity in

his leveraging equations. Staff does not take issue with Hamada's specification. In the

realm of unregulated corporate finance the weighted average cost of capital ("WACC") is

properly calculated using market values of debt and equity. It, therefore, follows that a
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leveraging equation such as Hamada's would, in tum, call for market values rather than

book values of debt and equity. However, Mr. Cummings' position and statement that

S ta ff "us e d the  wrong input for e quity ca pita l... the book value percentage of eqLu'ty

capital instead of the market value...
so (see rebuttal testimony of Peter C. Cummings. p. 7

at 13 .- 15) ignores the fact that in the realm of regulatory public utility finance, a fair rate

of return ("ROR") is a weighted average of the embedded cost of debt and the opportunity

cost of equity, measured at book value.' Hence, it is the mix of outstanding debt and

equity securities used to finance the utility's original investment, i.e., the book value of

debt and equity, which is of interest to the regulator when setting rates

1 1 Q Is it appropriate to compare the capital structure of a utility, measured at book

value, with the average capital structure of a sample group, measured at market

value, as Mr. Cummings does in his financial risk adjustment and Exhibit PCC-3 of

his direct testimony

No. As stated on page 7 (line 13) of StatE's direct testimony, the cost of equity is

detennined by the market. Therefore, market-based models such as the DCF model and

the CAPM are used to estimate the cost of equity. Staff agrees with Mr. Cummings

statement that inherent in rate of return regulation "is the potential for some mismatch in

the application of financial theory and models to the construct of rate base regulation

(See rebuttal testimony of Peter C. Cummings. p. 8 at 1 - 3.) However, cost of capital

estimation is subject to significant estimation error without introducing additional and

unnecessary known inconsistencies. Mr. Cummings unnecessadly introduces a known

inconsistency to his final cost of capital estimate for Qwest by unlevering beta with a

market-value capital structure and relevering it with a book-value capital structure. An

See Myers,Stewart C. "The Application of Finance Theory to Public Utility Rate Cases." Bell Journal of
Economies and Management Science. Spring 1972. p. 92
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1

2

appropriate adjustment procedure would compare book values to book values rather than

market values to book values.

3

4 Q-

5

6

Is it normalpractice in utility rate cases to compare thebook-value capital structure

of the subject utility to the market-value capital structures of proxy companies for

the purpose of making a financial risk adjustment to the allowed return on equity

7

I
l 8

9

1 0

1 1

1 2

13
!

1.

1 4

(¢¢ROEn)?

No. Staff regularly processes rate applications for utilities of all sizes. It is not nonna

practice to compare the book-value capital structure of the subject utility to the market-

value capital structures of proxy companies. Staffs approach in this case is the same

approach previously approved by the Commission. For example, in Decision No. 67093,

dated June 30, 20043 the Commission adopted a ROE based on the same relevering

methodology used by Staff in this case. StaiEf's approach in Mis case is consistent with

that of previous cases, and has been approved by die Commission.

Cummings' approach is not consistent with prior Commission orders or with his own

In contra s t,  Mr.

testimony in prior cases

1 8 Q Did Mr. Cummings use the same methodology in Qwest's last rate proceeding

No. Mr. Cummings' testimony before the Commission in Qwest's (then US West)

previous rate case' made no argument for a capital structure/financial risk adjustment to

US West's ROE when the average capital structure of his sample telephone company

group, derived from market equity values, exhibited a significantly higher percentage of

equity (approximately 82%) than US West's proposed capital stluchue (52% equity) in

that case

11

A.

Docket No. WS-01303A-02_0867 et seq. Application of Arizona-American Water Company
Docket No. T-01051B-99-0105
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1 Q-

2

I
3

4

5

6

On pages 8 and 9 of his rebuttal testimony Mr. Cummings argues the absence of any

inconsistency in his f inancial risk adjustment by stating that because "[Qwest] .-

Arizona is not publicly traded and is regulated; we may infer that, under rate of

return regulation, the value of the rate base is the best surrogate available for the

market value of the eNtity." (See rebuttal testimony of Peter C. Cummings. p. 8 at

17 - 19.) How does Staff respond?

7

8

Mr. Cummings' testimony suppo1"ts Staffs position that it is appropriate to unlevel and

reliever beta using capital structures measured at book value 'm this proceeding.

9

1 0 Q- How does Mr. Cummings' statement an on page 8 (lines 17 23) of his rebuttal

11

1 2

p 13

1 4

15

1 6

1 7

18

1 9

20

testimony support Staffs position that it is appropriate to unlevel and reliever beta

using capital structures measured at book value in this proceeding?

Mr. Cummings' statement and related testimony supports Staffs position because carried

to its logical conclusion, a market-to-book ratio in excess of 1.0 suggests that a utility is

expected to ham more than its cost of equity. Therefore, investors expect the sample

companies to earn book/accounting returns in excess of the return they (investors) require.

As a result, they have bid the stock prices (market values) of the sample complies up to

the value of the expected future cash Hows (dividends and capital gains) discounted at the

return they (investors) require. James Claus of Barclays Global Investors and Jacob

Thomas of Columbia Business School discussed this basic proposition in finance in a

21

22

23
24
25

26

27

recent Journal of Finance article:

This relation indicates that the [market-to-book] ratio is
explained by expected inure profitability (foe, - k). Firms
expected to cam an accounting return on equity equal to the
cost of  [equity] should trade currently at book values

(P0/IJV0 = 1).4

28

r

H z

A.

A.

4 Claus, James and Jacob Thomas. "Equity Premier as Low as Three Percent? Evidence from Analysts' Earnings
Forecasts forDomestic and International Stock Markets." The Journal of Finance. October 2001. pp. 1629 - 1666.

I
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1

2

3

4

If the market values of the sample companies reflect the expectation that they will over-

earn, and the goal of regulation is not satisfied when a regulated utility over-earns, then

the market-value capital structures used by Mr. Cummings to unlevel beta cannot

reasonably be compared to the capital structure of a regulated public utility. As stated

previously, an appropriate financial risk adjustment procedure would compare book values

to book values rather than market values tO book values.

5

6

7

8 Aa§u.sted Betas

9 Q.

10

11

12

13

14

15

16

17

18

19

20

21

22

On page 9 (lines 6 -. 15) of his rebuttal testimony Mr. Cummings discusses the fact

that unadjusting the published betas provided by Merrill Lynch and Value Line has

a small effect on the calculation of the average unlevered beta of the proxy group

while readjusting beta has a very large effect, and suggests that the procedure

" ...appears to be the cloaldng of  au ad hoc downward trimming of the required

return for [Qwest].. ." How does staff respond?

The relative effect of unadjusting and readjusting beta is the result of simple mathematics

and not an ad hoc attempt to trim Staffs estimate of Qwest's required return. The Merrill

Lynch and Value Line adjustments are averaging techniques - they push high betas (betas

in excess of 1.0) down toward 1.0 and low betas (betas below 1.0) up toward 1.0. As a

result, the adjustment is smaller for raw betas that are closer to 1.0. For example, if we

average the number 200 with the number 100, we get 150, which is a 50 point adjustment

to the number 2.0. However, averaging the number 150 with the number 100 results in

125, which is only a 25 point adjustment.

23

24 Q-

25

A.

On page 10 (l ines 5 - 16) of his rebuttal testimony Mr. Cummings argues against

unadjusting published beta estimates before unlevering them and readjusting them
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3 A.

9

10

1 4

1 6

1 7

after they are relevered. Why did Staff unadjust the published beta estimates before

unlevering and readjust after relevering

As stated on page 35 (l ines 1 - 16) of Staffs direct testimony, the beta estimates

published by Value Line and Merrill Lynch are "Bayesian" estimates. Bayesian statistics

provide a method of formally taking prior, often subjective, information or belief about a

parameter (such as the presumed long-term tendency for betas to converge toward 1.0)

into account in the estimation procedure. Unadjusting published beta estimates out of

Bayesian mode and back into their classical (and objective) raw estimates gives us the

original ordinary least squares ("OLS") slope, or beta. The classical estimate of the raw

beta shows us how a particular security moved in relation to the market over some time

period. Because the purpose of the Harnada methodology is to estimate how a security

would have moved in relation to the market given different degrees of leverage, it makes

sense to "unadjust" beta estimates out of their published Bayesian mode and back into

their classical (and objective) raw beta estimates before unlevering and relevering diem

After unlevering and relevering the raw beta estimates, they can then be readjusted back

into Bayesian mode for comparison with betas published by Value Line and Merrill

Lyrlch_ In contrast, unlevering and relevering Bayesian estimates introduces a distortion

that fails to preserve the relative relationship between a security and the market

19

20 Q In support  of  bis argument against unadjusting published beta estimates before

unlevel°ng them Mr. Cummings states "there is no statistical regression or observed

data in the calculated relevered beta." (See rebuttal testimony of Peter  C

Cummings. p. 10 ate - 10.) How does Staff respond?

As stated previously, the purpose of the Hainada methodology is to estimate how a

security would have moved in relation to the market given different degrees of leverage

In other words, the Hainada methodology provides us with the classical raw estimate of

the OLS slope, or beta, given different degrees of leverage. Hamada states the following
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I

1
2
3
4
5
6
7
8
9

10

The last approach, which will be used in thisstudy, is to assume
the validity of the [Miller & Modigliani] theory from the outset.
Then the observed rate of return of a stock can be adjusted to what i
if  would have been over the same time period had the Firm no debt
and preferred stock in its capital structure. The difference between
the observed systematic risk, BB, and the systematic risk for this
aayusted rate of return time series, AB, can be attributed to
leverage, if the [Miller & Modigliani] theory is correct.5 (latter
emphasis added)

I

11

12

13

14

The relevered beta provided by Hamada's methodology is an estimate of the OLS slope,

or statistical regression, of an adjusted rate of return time series. Accordingly, if the result

of unlevering and relevering beta estimates using Hamada's methodology is a classical, or

raw estimate, it makes sense to begin with a classical, or raw, estimate rather than a

15 Bayesian es tate.

16

II
17 Reasonableness Check on Stays Capital Structure/Financial Risk Ac8ustment

18 Q,

19

20

21

22

23

24

25

26 sa mple  te lcos .

27

28

Is there a simplif ied calculation that can act as a reasonableness check on Staf f s

capital structure/financial risk adjustment?

Yes. Schedule JR-S1 is a simplified estimate of the effect that leverage has on a firm's

cost of equity. The basis for the calculation is modem capital structure theory set forth by

Franco Modigliani and Merton Miller ("MM") in their now famous 1958 article on the

subject.6 Under MTI/I's proposition, the overall WACC remains constant while the cost of

equity increases with financial risk (leverage). This dietary is demonstrated in Schedule

JR-sl. The top pardon of Schedule JR-Sl shows Sta£t's estimate of the WACC for the

The average capital  structure of  the sample telcos consists of

approximately 50 percent debt and 50 percent equity. In its direct testimony, Staff

estimated the average cost of equity to the sample telcos to be approximately 10.9 percent.

|

r

L

5 Hamada, Robert S. "The Effect of the Firm's Capital Structure on the Systematic Risk of Common Stocks."
.Journal of Finance. May1972. pp. 435 - 452.
s Miller, Merton and Franco Modigliani. "The Cost of Capital, Corporation Finance and the Theory of Investment."
AmericanEconomic Review. June 1958. pp. 261 - 297.

mu

A.
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The cost of debt shown in the schedule is die average effective cost of debt for the sample

telcos reported by Value Line. Based on this information, the average WACC to the

sample telcos is approximately 8.86 percent. in the bottom portion of Schedule JR-S1

StaiEt` simply calculated an adjusted WACC to reflect a capital structure representative of

Qwest's, consisting of approximately 75 percent debt and 25 percent equity. Holding the

overall WACC constant, Staff calculated the resulting adjusted cost of equity estimate to

be approximately 14.97 percent

Staffs recommended ROE for Qwest in dis proceeding is 14.6 percent. The 14.97

percent cost of  equity calculation shown in Schedule JR-S1 is closer to Staf fs

recommended 14.6 percent ROE than it is to the Company's proposed 21.4 percent ROE

and therefore coniums the reasonableness of Staffs ROE recommendation in this case

14

15

16

11. RESPONSE TO THE REBUTTAL TESTIMONY OF COMPANY NESS PHILIP

E. GRATE

Fair Value

1 7 Earnings Requirement

What is Mr. Grate's recommendation regarding the rate base to which tl1e.ROR is

applied when determining the dollar earnings requirement?

Based on a legal argument, Mr. Grate asserts that the ROR must be multiplied by the

Colnpany's FVRB to determine dollar earnings, rather than multiplying the ROR by the

OCRB and solving for a ROR that, when applied to the FVRB, produces the same dollar

level of earnings. (See rebuttal testimony of Philip E. Grate. pp. 132 .- I34.)

25 Q If Mr. Grate's recommendation was adopted would the Company and its investors

receive a windfall gain
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l A

2

3

Yes. Because Qwest's FVRB is greater than its OCRB, applying the market-based ROR

to the FVRB to determine dollar earnings provides the Company and its investors vvdth a

windfall gain at the expense of Arizona consumers.

4

Q- Is Mr. Grate's recommendation consistent with th e  w id e ly a cce pte d  ca pita l5

6

7

attraction standard?

8

9

10

11

12

No. If Mr. Grate's recommendation was adopted and the FVRB, for whatever reason, was

smaller than the OCRB, the Company would expect to am less than the cost of capital on

its investment. Mr. Grate's recommendation is therefore confiscatory and violates the

widely accepted capital attraction standard when the FVRB is smaller than the ocRB7

Q-

13

14

15

16

17

18

19

20

21

22

23

24

25

Can you give an example demonstrating why OCRB should be used to determine the

dollar earnings requirement?

Yes. Here is a simple example that reveals the fallacy of Mr. Grate's recommendation:

Assume a rate base of $100 Mat is entirely financed with debt at a cost of 5.0 percent. The

OCRB is $100 and the utility's cost of capital/allowed ROR is 5.0 percent. Applying the

5.0 percent ROR to the $100 OCRB yields the $5 in earnings the utility needs to repay its

debt -- no less and no more. However, if a FVRB were determined, through whatever

means, and that FVRB were $200, and dollar earnings were determined by multiplying the

ROR by the FVRB, diem the utility would be authorized $10 (5.0% times the $200 FVRB)

in rates to cover its cost of capital, or twice its need. This is surely unfair to the consumer.

If the FVRB happened to be $50, and dollar earnings were determined by multiplying the

ROR by the FVRB, then die company would be granted $2.50 (5.0% times the $50

FVRB). This is surely unfair to the util ity. Only rnuldplying the ROR by the OCRB

yields the correct earnings.

26

A.

A.

71v1y¢r$. 1972. p- so.
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1 Q-

2

When would a utility expect to be able to earn the east of capital on its investment if

dol lar earnings were determined by mult iplying the market-based ROR by the

3 FVRB?

4

5

6

7
I

8

A utility would expect to be able to earn the cost of capital on its investment if dollar

earnings were determined by multiplying the ROR by the FVRB only when the FVRB is

equal to the OCRB. Windfall gains (losses) would result whenever the FVRB is greater

(less) than the OCRB if the Commission multiplied the ROR by the FVRB to determine

dollar earnings.

9
i

1 0 Q-

1 1

If Qwest's FVRB was smaller than its OCRB and the market-based ROR was

multiplied by the FVRB to determine dollar earnings, would the Company expect to

be able to maintain its credit?12

13 No. For a utility to expect to maintain its credit there must be a relationship between

L

1 4

15

1 6

17

18

corporate earning power and the annual revenue requirement imposed by fixed charges on

the outstanding securities that were used to finance the OCRB.8 If a utility's dollar

earnings were determined by multiplying a market-based ROR by a FVRB that was less

than its OCRB, the utility would be unable to expect to pay fixed charges on the

outstanding securities used to finance the OCRB. The utility would thus be unable to

maintain its credit.1 9

20

2 1 Q-

22 A.

Have experts commented on this subject?

Yes. Recognized experts in regulation including one of Mr. Grate's own authorities,

Professor Charles Phillies of Washington and Lee University, agreed2 3

2 4
25
2 6

The use of an original cost rate base enables public utilities to
maintain their credit standing and to attract new capital. Investors

8 Bonbright, JamesC., AlbertL. Danjelsen, andDavidR. KamerscherL Princqyles ofPublic Utility Rates. 1988. pp.
225 ._ 226.

B

A.

A.
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Does Mr. Grate offer any sound economic reason for applying the market-based

ROR to the FVRB of a regulated utility to determine the dollar earnings

receive a rate of lehr on the money that they have invested in the
utility

1 0

requirement?

No, Mr. Grate does not offer any kind of economic reasoning or theory to support the

application of a. market-based ROR to the FVRB to determine the dollar earnings

requirement of a regulated utility. His assertion is based entirely on legal interpretation of

the Arizona Constitution and court decisions.

1 1

1 2 Q-

13

14

15

Has the Commission recently ruled on the subject of which rate base the market-

based ROR should bemultipliedby when determining dollar earnings?

Yes. In Decision No. 67093, dated June 30, 2004, in response to the company's proposal

to determine dollar earnings by multiplying the market-based ROR by its es'dmated

reconstruction cost rate base, die Commission stated:1 6

1 7

18
1 9
2 0
2 1
2 2
23

2 4
2 5

The rate of return methodology and resulting revenue increase
proposed by Arizona-American would produce an excessive return
on FVRB. There has been no legitimate basis presented for
departing Horn the traditional raternaldng methodology of applying
a fair value rate of return to the Company's FVRB in this
proceeding. We find that applying a fair value rate of return to the
FVRB is just, reasonable, and in accord with the mandates of the
Arizona Constitution, and will adopt it in this case.l°

26

27 Q. Does this conclude your surrebuttal testimony?

28 Yes.

I

4

9 Phillies, Charles Jr. The Regulation of Public Utilities. 314 ed. 1993. p. 337.
lo Decision No. 67093, dated June 30, 2004 (Arizona-American Water CoIr1pa11y)- Page 32, Lines 25 - 28 & page 33,
line 1.

A.

A.

A.
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Estimated Weighted Average Cost of Capital ('WACC") for Sample group

Qwest Corporat ion
Reasonableness Check on Staff 's

Capita! Structure/Financial Risk Adjustment
Incorporating Modigliani & Mil ler Capital Structure Theory

Debt
Equity

Capital ization

Rat io
.  0 .50

0.50

COSY1

6.83%
10.90%

Weighted
Cost

3.41 %
5.45%
8.86%

Schedule JR-S1

I
l

4

5
6
7
8
g

10

11
12

13
14

Adjusted WACC

Debt

Equity

Capital ization

Ratio

0.75
0.25

COSts

6.83%
14.97%

Weighted
Cost

5.12%
3.74%
8.85%

15

16

17
18
19
20
21
22
23

24 Notes:

25
26

27
28

29
30

1 Average embedded cost of long-term debt per Value Line, July 2, 2004
Average cost of equtiy estimated by Staff Raker direct Schedule JR-1

z Assumes no change in debt cost but increases the cost of equity
to reflect more financial risk. If lenders demand higher interest payments as the
firm borrows more, the rate of increase in the cost of equity will slow down and the

capital structure financial risk adjustment would not be as high

u
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET NO. W-01303A-07-0209

On April 2 ,  2007, Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n" or
"Company") filed a  revised general ra te  application. Arizona-American is  a  for profit company
providing water to approximately 23,000 cus tomers  in the towns  of Sun City and Youngs town.
The testimony of Mr. Steve Irvine presents  Staffs  recommend rate design.

The present rate design is  based on minimum monthly charges that generally increase by
meter size. For the most part, customers are distinguished by meter size of which there are seven
currently s e rving res identia l and commercia l cus tomers . In addition tithe  moodily minimum
charge residential and commercial customers pay a tiered commodity rate. The 5/8-inch and 3/4-
inch res idential classes  include a three-tiered commodity rate. Each of the other res idential and
commercial classes  has  two-tiered commodity ra tes . Currently no gallons  are  included in the
minimum charges . Irriga tion, P riva te  Fire  and P ublic Inte rruptible  cla s s e s  pay a  monthly
minimum and a flat rate rather than tiered commodity rate. Central Arizona Project water is  sold
with no minimum charge and a flat commodity rate.

The Company proposes  to keep the same rate s tructure for all classes . The Company's
proposed rates  spread the proposed increase in revenue across  all the cus tomer classes . The
increase  is  accomplished by increas ing monthly usage charges  and commodity charges . No
change is proposed by the Company for miscellaneous service charges.

Staff recommends a comparable rate s tructure to that currently in place. The exception is
tha t many of the  thres holds  a re  reduced to encourage  more  e fficient us e  of wa te r. S ta ff
recommends  a  three-tier inverted block rate  s tructure for the res idential 5/8-inch and 3/4-inch
cus tome r cla s s e s  with bre a k-ove r points  a t 3,000 ga llons  a nd a t 10,000 ga llons . S ta ff
recommends a two-tier inverted block rate s tructure for each of the commercial meter s izes  and
for e ach of the  re s identia l me te rs  tha t a re  la rge r than 3/4-inch. S ta ffs  me thodology for
determination of monthly minimum charges  is  based on the volumetric capacity of each class 's
meter s ize  and genera lly increases  proportionally to the  capacity for each meter s ize . S taffs
re comme nde d ra te  de s ign would ge ne ra te  S ta ffs  re comme nde d re ve nue  re quire me nt of
$9,602,228, including $9,492,185 from mete red wa te r s a les . Me te re d wa te r re ve nue  of
$9,492,185 represents  a 25 percent increase over the Tes t Year metered water revenue. The
typical 5/8-inch meter res idential bill with median use of 6,431 gallons  would increase by $2.84,
or 23.89 percent, from $11.88 to $14.72.
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1 INTRODUCTION

2 Q-

3

4

5

Ple a se  s ta te  your na me , occupa tion, a nd bus ine ss  a ddre ss .

My na me  is  S te ve  Inline . I a m a  P ublic Utilitie s  Ana lys t IV e mploye d by the  Arizona

Corpora tion  Commis s ion  ("ACC"or "Commis s ion") in  the  Utilitie s  Divis ion  ("S ta ff").

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q-

8

9

10

Brie fly de s cribe  your re s pons ibilitie s  a s  a  P ublic Utilitie s  Ana lys t.

In my ca pa city a s  a  P ublic Utilitie s  Ana lys t, I conduct s tudie s  to  e s tima te  the  cos t of

ca pita l compone nt a nd de te rmine  the  ove ra ll re ve nue  re quire me nt in ra te  proce e dings . I

a lso design ra tes to generate  the  revenue requirement in ra te  proceedings.

11

12 Q-

A.13

14

/ 15

16

P le a s e  de s cribe  your e duca tiona l ba ckground a nd profe s s iona l e xpe rie nce .

In 1994, I gra dua te d from Arizona  S ta te  Unive rs ity, re ce iving a  Ba che lor of S cie nce

de gre e  in  Bus ine s s  Ma rke ting. In  1 9 9 7 ,  I re ce ive d  a  Ma s te rs  d e g re e  in  P u b lic

Adminis tra tion from Arizona  S ta te  Unive rs ity. I be ga n e mployme nt with the  Commiss ion

in May of 2001 and have  worked in the  Utilitie s  Divis ion s ince  September of 2002.

18 Q What is the scope of your testimony in this case

19 A My testimony provides Staff s  recommended rate  design for Arizona-American Water

Company ("AIizona-American" or "Company") in this case

22 Q Have you reviewed the application submitted by Arizona-American in this case

23

A.

A.

A Ye s
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1 S UMMARY OF TES TIMONY AND RECOMMENDATIONS

2 Q- Brie fly s umma rize  how your Ra te  De s ign Te s timony is  orga nize d.

3

4

5

Sta ffs  ra te  des ign te s timony is  organized to pre sent a  discuss ion of the  pre sent ra te s , the

Compa ny's  propos e d ra te s , a nd S ta ff" s  re comme nde d ra te s  for Arizona -Ame rica n.

Schedules  SPI-1 and SPI-2 a re  provided to further describe  S ta ffs  ra te  design.

6

7

8

Present Rate Design

Please provide an overview of the Company's present rates.Q-

9

1 0

11

1 2

13

14

1 5

1 6

The  following is  a  ge ne ra l de s cription of the  pre s e nt ra te  de s ign. De ta ils  of the  ra te

des igns  a re  presented on S ta ffs  Direct Tes timony Schedule  SpI-l. The  present ra te  des ign

is  ba s e d on minimum monthly cha rge s  tha t ge ne ra lly incre a s e  by me te r s ize . The

e xce ption is  tha t both 5/8~inch a nd 3/4-inch re s ide ntia l cus tome rs  ha ve  the  sa me  $6.33

monthly minimum. For the  mos t pa rt cus tome rs  a re  dis tinguishe d by me te r s ize  of which

the re  a re  seven currently se rving re s identia l and commercia l cus tomers . In addition to the

monthly minimum cha rge , re s ide ntia l a nd comme rcia l cus tome rs  pa y a  tie re d commodity

ra te . The  5/8-inch and 3/4-inch re s identia l cla sse s  include  a  three~tie red commodity ra te .

17

1 8

1 9

20

21

Ea ch of the  othe r re s ide ntia l a nd comme rcia l cla s s e s  ha s  two-tie re d commodity ra te s .

Curre ntly no ga llons  a re  include d in the  minimum cha rge s . Irriga tion, P riva te  Fire  a nd

P ublic Inte rruptible  cla s s e s  pa y a  monthly minimum a nd a  fla t ra te  ra the r tha n tie re d

commodity ra te . Centra l Arizona  P roject wa te r is  sold with no minimum cha rge  and a  fla t

commodity ra te .

22

24

The  Conlpa ny's  P ropos e d Ra te  De s ign

P le a s e  provide  a n ove rvie w of the  Compa ny's  propos e d ra te  s tructure .Q.

25

23

26

A.

A.

A. The  Compa ny propose s  to ke e p the  sa me  ra te  s tructure  for a ll cla s se s . The  Compa ny's

proposed ra te s  spread the  proposed increase  in revenue  across  a ll the  cus tomer cla sses .



Dire ct Te s timony of S te ve  Irvine
Docke t No. W-01303A-07-0209
Page 3

The  incre a s e  is  a ccomplis he d by incre a s ing monthly us a ge  cha rge s  a nd commodity

charges. No change  is  proposed by the  Company for misce llaneous service  charges

4 Q Has the Company submitted a recommendation for the format and content of its

tariff's in addition to rates and charges?

No. No propos a l for the  forma t or conte nt of the  ta riffs  wa s  include d in the  a pplica tion

except for the  specific ra te  recommendations made  by the  Company

9

10

Staffs Recommended Rate Design

In addition to maintaining non-discriminatory rates that provide Staff's

recommended revenue and other issues such as gradualism, revenue stability, and

customer affordability, what policy objectives are reflected in Staff's recommended

Q

ra te s ?

S ta ffs  ra te  de s ign re cognize s  the  growing importa nce  of ma na ging wa te r a s  a  finite

re source  and its  increas ing cos t. The  quantity of wa te r re sources  ava ilable  to Arizona  and

in the  Compa rry's  s e rvice  te nitorie s  doe s  not grow with popula tion a nd cus tome r ba s e

a nd the  cos t of de ve loping, tre a ting, a nd de live ring wa te r incre a s e s  with diminis hing

supply and increased hea lth and sa fe ty regula tions . S ta ff recommends  a  ra te  des ign tha t

21 Q P le a s e  p rovide  a  de s crip tion  o f S ta ffs  re comme nde d  ra te  s truc tu re  fo r the  wa te r

sys tem

S ta ff recommends  a  comparable  ra te  s tructure  to tha t currently in place . The  exception is

tha t ma ny of the  thre sholds  a re  re duce d to e ncoura ge  more  e fficie nt use  of wa te r. S ta ff

re comme nds  a  thre e -tie r inve rte d block ra te  s tructure  for the  re s ide ntia l 5/8-inch a nd %

inch cus tomer classes  with break-over points  a t 3,000 ga llons  and a t 10,000 ga llons . S ta ff
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1 re com m e nds  a  two-tie r inve rte d  b lock ra te  s truc tu re  fo r e a ch  o f the  com m e rc ia l m e te r

2 The

3

4

5

6

7

8

s iz e s  a n d  fo r  e a c h  o f th e  re s id e n t ia l m e te rs  th a t  a re  la rg e r  th a n  3 /4 ~ in c h .

re c om m e nde d  b re a k-ove r po in ts  inc re a s e  with  m e te r s iz e  a s  s hown in  S c he du le  S pI-l.

Unde r the  re com m e nde d ra te  de s ign ,  the  m onth ly b ill a t a ny us a ge  le ve l is  h ighe r for a

la rge r m e te r tha n  fo r a  s m a lle r m e te r. S ta ff a g re e s  with  th e  C o m p a n y's  p ro p o s a l to

c on tinue  to  no t inc lude  a ny ga llons  in  the  m in im um  m onth ly c ha rge .  Th is  will s e rve  to

e limina te  the  implica tion tha t a ny wa te r is  fre e  a nd to s e nd a n a ppropria te  e conomic s igna l

to cus tome rs  for a ll cons umption.

9

10 Is  S ta ff re c om m e nding  a n  inve rte d  tie r b loc k ra te  s truc tu re  fo r a ll c us tom e r c la s s e s ?

11 No. S ta ff re comme nds  inve rte d tie r block ra te s  for re s ide ntia l a nd comme rcia l cla s s e s , but

12 re comme nds  tha t the  othe r cla s se s  continue  to ha ve  a  fla t commodity ra te .

13

14 Please describe the basis for Staff's recommended monthly minimum charges and

I 15

16

17

18

19

20

2 1

c o m m o d ity ra te s ?

The  m onthly m inim um  cha rge s  a nd com m odity ra te s  re com m e nde d by S ta ff in  th is  ca s e

a re  ba s e d on a  m e thodology re lie d on by S ta ff re gula rly in  wa te r ra te  ca s e s .  The s e  S ta ff

re com m e nda tions  ha ve  be e n re gula rly a dopte d by the  Com m is s ion.  S ta ffs  m e thodology

for de te rm ina tion  o f m onth ly m in im um  c ha rge s  is  ba s e d  on  the  vo lum e tric  c a pa c ity o f

e a ch  c la s s 's  m e te r s ize  a nd  ge ne ra lly inc re a s e s  proportiona lly to  the  ca pa c ity for e a ch

me te r s ize . This  me thod is  ge ne ra lly not a pplie d to s ta ndpipe , inte rruptible , a nd whole s a le

22 rates. Staff" s rate design encourages more efficient use of water because the second tier

23

24 As  a  re s u lt ,

25

A.

A.

Q.

ra te  for 5/8-inch me te r cus tome rs  is  gre a te r tha n the  ra te  tha t would be  re quire d to re cove r

th e  re v e n u e  re q u ire m e n t u s in g  a  u n ifo rm  c o m m o d ity ra te . cus tome rs

e xpe rie nce  a  g re a te r inc re m e nta l cos t fo r a ll us e  e xce e ding  3 ,000  ga llons  for th is  s ize
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l

2

mete r. The  concept fe r 5/8-inch mete rs  is  extended to cus tomers  with la rge r me te rs  where

the  break-over points  gradua te  in corre la tion with mete r s ize .

3

4 Q-

5

Did Staff prepare schedules showing the present, Company proposed, and Staff

recommended monthly minimums and commodity rates for each rate class"

6 Yes. S ta ffs  Dire ct Te s timony S che dule  S P I-1 s hows  the  pre s e nt monthly minimum

7

8

cha rge s  a nd commodity ra te s , the  Compa ny's  propose d monthly minimum cha rge s  a nd

commodity ra te s  a nd S ta ffs  re comme nde d monthly minimum cha rge s  a nd commodity

9 ra tes .

1 0

11 Q.

1 2

1 3

1 4

Did Staff prepare a schedule showing the average and median monthly bill under

present rates, the Colnpany's proposed rates, and Staffs recommended rates?

Yes. Staffs Direct Testimony Schedule SPI-2 presents the average and median monthly

bill using present rates, the Company's proposed rates and Staff"s recommended rates.

1 5

1 6 Q-

1 7

Whatwater system service charges does Staff recommend"

Staff" s recommendations for service charges are shown in Schedule SPI-1 .

1 8

1 9 Q. Will Staffs recommended rate design generate Staffs recommended revenue

20 requirement?

2 1

22

23

S ta ff" s  re comme nde d ra te  de s ign would ge ne ra te  S ta ff" s  re comme nde d re ve nue

requirement of $9,602,228 including $9,492,185 from mete red wa te r sa les . Mete red wa te r

revenue  of $9,492,185 represents  a  25 percent increase  over the  Test Year metered water

24 revenue .

25

A.

A.

A.

A.



ll\l l

Dire ct Te s timony of S te ve  Irvine
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1 Does this conclude your Direct Testimony?

2 A.

Q.

Ye t, it doe s .



s 8.20
0.20

20.50
41.00
65.60

131 .20
205.00
410.00
656.00

s 8.20
8.20

20.50
41 .00
65.60

131 .20
205.00
410.00
656.00

20.50
41.00
65.60

131.20
205.00
410.00

11.48
17.30
36.35
47.45
68.34

6.93
6.93
6.98

s
s
$

0.9350
1.4280
1.7100

NIA
NIA
N/A

s
$
s

0.9350
1.4280
1.7100

NIA
N1A
NIA

$
$

114280
1.7100

NIA
N/A

Company
Proposed Rates

»

Arizona-American Water Company - Sun City Wa\er
Docket No. W*01303A~07-D209
Test Year Ended December 29, 2006

RATE DESIGN

Direct Testimony Schedule SP\~1
Page 1 of 3

Monthly Usage Charge
Present
Rates

staff
Recommended Rakes

5/8" Meter
3/4" Meter

1" Meier
1 W' Meter

2" Meter
3" Meter
4" Meter
6" Meter
B" Meter

Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential

s 6.33
6.33

16.40
33.77
51 .14
85.84

135 .00
17B.51
350.00

s 8.00
8.00

20.50
41 .00
65.60

131 .20
205.00
410.00
556 .00

5/8" Meter - Commercial
3/4" Meter - Commercial

1" Meter - Commercial
1%" Meter - Commercial

2' Meter - Commercial
3" Meter - Commercial
4" Meter - Commercial
5" Meter - Commercial
8" Meter - Commercial

$ 6.33
5.33

18.40
33.77
51 .14
86.B4

135.00
17B.51
350,00

$ a,00
8.00

20,50
41 .00
65.60

131 .20
205.00
410.00
656.00

Inigatlon 1'
Irrigation 1.5"
Irrigation 2'
Irrigation 3'
lrrigatiun 4'
lrrigaiion B'

15.48
3378
51 .15
B6B7

135,00
178.56

20.50
41 .00
65.60

131 .20
205.00
410.00

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire B"
Private Fire 10"

7.60
1139
15.83
25.32
39.35

11.18
17.30
36.35
47.46
68.34

Public Interruptible 3"
Public Interruptible 8"
Standby City of Peoria
Central Arizona Project Raw

4.59
4,59
4.62

6.93
6.93
6.98

Commodity Rates

4

5
s
s

NIA
NIA
NIA

0.7200
113300
1 .6500

5/8" Meter (Residential)
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

0.7200
1. 1000
1.31 SO

NIA
NIA
NIA

$
$
$

s
5
$

NlA
NIA
N/A

0.7200
1 .3300
1.6600

3/4" Meter (Residernial)
From 1 to 4,000 Gallons
From 4,001 to 1B,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

0.7200
1.1000
1 .3160

NIA
NIA
NIA

$
s
$

$
$

N1A
NIA

1 .3300
1.6600

5/B' Meter (Commercial)
From 1 to 18,000 Gallons
Over 18,000 Gallons
From t to 10,000 Gallons
Over 10,000 Gallons

1.1000
13150

N/A
N1A

s
$

1



$
$

1.4280
1.7100

N/A
N/A

$
$

1.4280
1 .7100

NIA
NIA

$
$

1.4280
1.7100

N/A
N/A

$
$

1.4280
1 .7100

N/A
N/A

5
$

1.42B0
1.7100

N/A
NIA

$
5

1.4280
1.7100

N/A
NlA

s
$

1 .4280
1.7100

NIA
N/A

$
$

14280
1.7100

N/A
N/A

1.0645$

1,0645

10645

1 .0545

1.0645

1.0645

0.9856

0.9866

0.9866

0.9866

0.9868

$ 0.8179

0.8179

0.8513

0.9866

an
4

Arizona-AmericanWaker Company Sun City Water
Docket No. w.01303A-07-0209
Test Year EndedDecember 29. 2005

Dirac! Testimony Schedule Spl~1
Page 2 of 3

Present
Rates

Company
Proposed Rates

Staff
Recommended Rates

s
$

1.1000
1.3160

N/A
NIA

N/A
N/A

1 .3300
1 .6600

Monthly Usage Charge
3/4" Meter (Commercial)

From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
From 10,001 to 10,000 Gallons

$
s

$
$

1 » 1000
1.3160

N/A
N/A

N/A
NlA

1.3300
15600

1" Meter (Res., Comm.)
From 1 to 60,000 Gallons
Over 60,000 Gallons
From 1 to 46,000 Gallons
Over 46,000 Gallons

$
$

1%..

$
$

1.1000
1.3150

N/A
N/A

N1A
N/A

113300
1 .6600

Meter (Res., Comm,)
From 1 to 125,000 Gallons
Over 125,000 Gailorls
From 1 to 106,000 Gallons
Over 108,000 Gallons

$
$

s
s

1.1000
1.3160

NIA
N/A

NIA
N/A

1 .3300
1.6600

2" Meter (Res., Comm.)
From 1 to 190,000 Gallons
Over 190,000 Gallons
From 1 to 175,000 Gallons
Over 175,000 Gallons

$
3

$
$

1.1000
1,3160

N/A
NIA

NIA
N/A

13300
1 .6600

3" Meter (Res,, Comm.)
From 1 to 340,000 Gallons
Over 340,000 Gallons
From 1 to 340,000 Gallons
Over 340,000 Gallons

s
$

s
s

1.1000
1.3150

N/A
N/A

N/A
N/A

1.3300
1.6600

4" Meter (Res., Comm.)
From 1 to 550,000 Gallons
Over 550,000 Gallons
From 1 to 550,000 Gallons
Over 550,000 Gallons

$
s

f
$
s

1.1000
1.3160

N1A
N/A

NIA
N/A

1.3300
1.6600

5" Meter (Res, Comm.)
From 1 to 700_000 Gallons
Over 700,000 Gallons
From 1 to 700,000 Gallons
Over 700,000 Gallons

$
$

s
$

1.1000
1.3160

N/A
N/A

NIA
NIA

1.3300
1.6600r

8" Meter (Res., Comm.)
From 1 to 1,450,000 Gallons
Over 1,450,000 Gallons
From 1 to 1,430,000 Gallons
Over 1 ,430,000 Gallons

$
$

$ 0,8200 $ 1 .0645

0.8200 1 .0645

0.8200 1.0645

0.8200 1 .0645

0.8200 1.0545

Irrigation 1"
All Gallons

Irrigation 1.5.
All Gallons

Irrigation 2"
All Gallons

Irrigation 3"
All Gallons

irrigation 4"
All Gallons

Irrigation 6"
All Gallons 0.8200 1.0645

0.7600 0.9866

0.7600 0.9865

0.7500 0.9866

0.7600 0.9886

Private Fire 3"
All Gallons

Private Fi re 4'
All Gallons

Private Fire B"
AH Gallons

Private Fire B"
All Gallons

Private Fire 10"
All Gallons

0.7600 0.9866

$ 0.5300 s 0.9866

0.6300 0.9866

r"
0.7680 09856

Public Interruptible 3'
All Gallons

Public Interruptible B"
All Gallons

Standby . City of Peoria
All Gallons

Central Arizona Project Raw
All Gallons 0.6558 0.8513



Line TotalMeter
Service Line and
Meter Installation Charges Line Meter Tata I Line TotalMeter

$ $ $130
205
240
450
945

1 ,640
1 ,420
2,195
2,270
3,145
4,425
s,120

370
370
420
450
580
580
745
765

1 ,090
1 ,1 to
1 ,610
1,530

500
575
650
900

1 ,525
2,220
2,165
2,960
3,360
4,255
6,035
7,750

5/B" Meter
3/4" Meter
1" Meter
1%" Meter
2 Turbine Meter
2" Compound Meter
3 Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
s Turbine Meter
5" Compound Meter
Over S"

Service Charges

$ s 500
575
660
900

1 .525
2,220
2,165
2,950
3.360
4.265
8.035
7,750

130
205
240
450
945

1 .640
1 .420
2,195
2.270
3.145
4,425
6,120

Cost Cost

$ 370
370
420
450
580
580
745
755

1 ,090
1 120
1.810
1 ,630

Cost

500
575
660
900

1 ,525
2,220
2, 165
2,960
3,360
4,265
0,035
7,750

$ 130 $
205
240
450
945

1 ,640
1 ,420
2,195
2,270
3, 145
4,425
B, 120

Cost Cost

$ 370
370
420
450
580
580
745
755

1 ,090
1 ,120
1 ,510
1 ,630

Cost

Company
Proposed Rates

Arizona~Ameri¢2nWaler Company - Sun City Water
Dsckel No. W-013034-07-0_09
Test YearEnded December 29. 2006

Direct Testimony Schedule SPM
Page 3 of 3

Present
Rates Recommended Rates

Establishment and/or reconnection
Establishment and/or reconnection (After Hours)
Meter Test
NSF Check
Meier Re-Read
Deposit
Deposit Interest
Collection of any privilege, sales, use and franchise taxes

$ 30.00

(H)
(b)

Per Commission Rule A.A,C, R-14-2-403B
Per Commission Rule A.A.C, R-14-2-409D



CURRENT RATES

!LINE

NO.

CUSTOMER

CLASS

MEDIAN

DOLLARSUSAGE

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical i"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
irrigation 2"
Irrigation 3"
irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public Interruptible 8"
Standby - City of
Peoria
Central Arizona

Project Raw

8

8,269 33
8,269 $

19,791 $
71,637 $
91,303 SB

204,575 $
N/A

81,513
N/A

13.91
13.91
38.17
112.57
151.57
311.87

N/A
288.17

N/A

$
$
$
$
$
$
$
35

8,722
8,722
21,918
51,027
103,262
253,459
957,823

3,385,733
N/A

13.72
13.72
40.51
89.90
184.73
385.84

1 ,278.70
4,458.81

N/A

$

$

254.97
N/A

350.17
N/A
N/A
N/A

290,865
N/A

384,884
N/A
N/A
N/A

$
35
$
$

7.80
11 .39
15.83
25.32
N/AN/A

N/AN/A

4.59as

N/AN/A

359.18547,898 35

3

$

$

35

$

$

$

6,431
6,431
8,586

57,843
63,613

210,281
N/A

44,500
N/A

11.88
11.88
25.84
97.40

121 .11
318.15

N/A
227.46

N/A

$
$
35
$
$
$
$
35

7.68
7.68

27.02
54.88

115.25
192.44

1 ,034.13
1 ,622.96

N/A

1 ,230
1 ,230
9,550

19,188
58,278
96,000

773,500
1 ,212,500

N/A

$

35

225,500
NlA

34,500
N/A
N/A
N/A

201 .37
N/A

79.44
N/A
N/A
N/A

$
$
$
$

N/A

7.60
11 .39
15.83
25.32

N/A

N/A N/A

4.59$

N/A N/A

46.0570,214 86

Arizona-American Water Company - Sun City Water
ws-01303A-07-0209
Test Year Ended December 29, 2006

Schedule SPI-2
Page 1 of 3

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

Average and median baum data for 5/8" and 3/4" has been combined



LINE

NO.

COMPANY RECOMMENDED

AVERAGE
AVERAGE

CUSTOMER
CLASS

MEDIAN

CHANGEMEDIAN | PER6ENT°

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
: q

I

Q/
58
59
60
61
62
63
64
65
66
67
68
69
70
71

72

73

74

75

i

;

$
33
$
$
$
$

35
$
$
$
$
$

$$

4.13
4.13

10.59
30.73
44.41

111 .46
N/A

258.23
N/A

29.70%
29.70%
27.75%
27.30%
29.30%
35.74%

N/A
96.29%

N/A

18.04
18.04
48.76

143.30
195.98
423.33

N/A
526.40

N/A

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

$
$2
$
$
$
$
$
$

96
$
$
33
$
$
$
$

4.07
4.07

11.29
23.97
48.33

127.49
411.08

1,511.39
N/A

29.69%
29.69%
27.87%
26.66%
29.34%
34.87%
32.20%
33.91 %

N/AX

17.80
17.80
51 .80

1 13.87
213.06
493.14

1 ,687.78
5,968.00

N/A

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

I.

$$

$$

29.48%
N/A

29.59% g
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

330.13
N/A

453.78
N/A
N/A
N/A

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
Irrigation 6"

$
$
$
$

$
$
$
$

51 .05%
51 .89%

129.63%
87.44%

N/A

3.88
5.91

20.52
22.14

N/A

1 1 .48
17.30
36.35
47.46

N/A

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

N/A N/AN/APublic Interruptible 3"

50.98%2.346.93 $

N/A N/AN/A

29.81 %107.07456.26 $$

Public Interruptible 8" $
Standby - City of
Peoria
Central Arizona

Project Raw

3

$
$
$
55
86
$

$
95
$
8
$
$

55SE

3.53
3.53
6.92

26.20
35.33

113.33
N/A

246.09
N/A

15.41
15.41
32.76

123.60
156.44
431 .48

N/A
473.55

N/A

29.68%
29.68%
26.76%
26.90%
29.17%
35.62%

N/A
108. 19%

N/A

as
$
$
$
$
$
$
$

$
$
$
$
$
$
$
55

2.27
2.27
7.27

13.52
33.58
75.85

338.46
663.02

N/A

9.96
9.96

34.28
68.40

148.82
268.29

1 ,372.59
2,285.98

N/A

29.59%
29.59%
26.89%
24.64%
29. 13%
39.41 %
32.73%
40.85%

N/A

35 $

$$

59.17
N/A

22.89
N/A
N/A
N/A

29.39%
N/A.

28.81 % :
n/A.
N/A.
n/Ai

260.54
N/A

102.33
N/A
N/A
N/A

$
$
$
$

$
$
$
$

3.88
5,91

20.52
22.14

N/A

1 1 .48
17.30
36.35
47.46

NIA

5105% ;
51 .89% .

129.63%'
87.44%

N/Ae

N/AN/A N/A

2.34 50.98%$ 8.93 $

N/A N/A.N/A

13.73 29.81 %33 59.77 $

i 4v

Arizona-American Water Company - Sun City Water
ws-01303A-07-0209
Test Year Ended December 29, 2005

Schedule SPI-2
Page 2 of 3

*Average and median billing data for 5/8" and 3/4" has been combined



LINE

NO.

CUSTOMER

CLASS

STAFF RECOMMENDED

AVERAGE MEDIAN
AVERAGE CHANGE PERCENT.I. MEDIAN CHANGE PERCENT

l
Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

irrigation 1"
irrigation 1.5"
Irrigation 2"
irrigation 3"
Irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

96
97
98
99

/100
101
102
103
104
105
106
107
108
109

110 Public Interruptible 3"

111 Public Interruptible 8"
Standby - City of

112 :Peoria
Central Arizona

113 Project Raw

i

I

»

|

I

$
$
$
35
$
35

$
$
$
$
$
$

A

17.17
17.17
46.82

136.28
187.03
403.28

N/A
35

A

3.26
3.26
8.65

23.71
35.46
91 .41

N/A
250.24

N/A
518.41 $

N/A

23.46°/
23.460/
22.67°/
21 .06'/
23.39°/
29.31 %

N/
93.31 %

N/

35
35
$
$
$
$
$
$

$
$
35
$
$
$
$
33

16.94
16.94
49.65

108.87
202.94
468.30

1 ,613.49
5,766.12

N/A

3.22
3.22
9.14

18.97
38.21

102.66
336.79

1 ,309.50
N/A

23.43%
23.43%
22.57%
21 .10%
23.20%
28.08%
26.38%
29.38%

N/A

$ 38

$ $

330.13
N/A

453.78
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

29.48%
N/A.

29.59%
N/A
n/A.
N/A.

$
$
33
$

fs
33
35
35

11.18
17.30
36.35
47.46

N/A

3.58
5.91

20.52
22.14

N/A

47.11 %
51 .89%

129.63%
87.44%

n/A.

N/A N/A N/A

2.34$ 6.93 $ 50.98%

N/A N/A N/A

107.0733 466.26 $ 29.81 %,

4.
wt 1-

Arizona-American Water Company - Sun City Water
WS-01303A-07_0209
Test Year Ended December 29, 2006

Schedule SPI-2
Page 3 of 3

$
35
$
$
$
8>

$
33
$
33
$
33

23.89%
23,89%
23.51%
2108%
24.02%
29.15%

35

14.72
14.72
31.92

117.93
150.21
410.87

N/A
469.19

N/A
38

2.84
2.84
6.07

20.53
29.09
92.72

N/A
241 .73

N/A

N/A
106.27%

N/A

I

55
33
8
$
$
$
33
$

9.64
9.64

33.33
66.52

143.11
258.88

1,307.51
2,191 .75

N/A

$

$

$

35

$

$

35

$

1 .95
1 .95
6.32

11 .64
27.86
66.44

273.38
568.79

N/A

25.42%
25.42%
23.39%
21 .22%
24.18%
34.53%
26.44%
35.05%

N/A

$ 33

$

260.54
N/A

102.33
N/A
N/A
N/A

$

59.17
N/A

22.89
N/A
N/A
N/A

29.39%
N/A

28.81 %
N/A
N/A
N/A

$
$
$
$

1 1 .18
17.30
36.35
47.46

N/A

$

$

55

$

3.58
5.91

20.52
22.14

N/A

47.11%
5189%

129.63%
87.44%

N/A

N/A N/A N/A

$ 6.93 $ 2.34 50.98%

N/A N/A N/A

83_
$ 59.77 $ 13.73 29.81 %

1

i

*Average and median billing data for 5/8" and 3/4" has been combined
nl lunl l -1



EXHIBIT

/5
/ gBEFORE THE AR1zo 'vA CORP ORATION COMMIS S ION Il

MIKE GLEAS ON
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET NO. W-01303A-07-0209

The  S upple me nta l Dire ct Te s timony of S ta ff witne s s  S te ve n P . Irvine  a ddre s se s  the  following
issues:

Ca pita l S tructure - S ta ff re comme nds tha t the Arizona Corpora tion Commiss ion
("Commis s ion") a dopt a  ca pita l s tructure  for Arizona -Ame rica n Wa te r Compa ny ("Arizona -
Ame rica n" or "Compa ny") for this  proce e ding cons is ting of 61.5 pe rce nt de bt a nd 38.5 pe rce nt
e quity.

Cos t of Equity - S ta ff" s  recommends tha t the  Commiss ion adopt a  10.8 pe rcent re turn on equity
("ROE"). S ta ffs  ROE re comme nda tion include s  a  0.9 pe rce nt upwa rd a djus tme nt due  to the
highe r fina ncia l ris k re fle cte d in Arizona -Ame rica n's  ca pita l s tructure  in re la tion to tha t of the
sample  companies.

Cost of Debt -. Staff recommends that the Commission adopt a 5.5 percent cost of debt.

Overall Rate of Return -. Staff recommends that the Commission adopt an overall rate of return
("ROR") of 7.6 percent.
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Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A~07-0209
Page 1

1 1 . INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3

4

5

My na me  is  S te ve  Irvine . I a m a  P ublic Utilitie s  Ana lys t IV e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Colnmis s ion") in  the  Utilitie s  Divis ion ("S ta rt").

My business address is  12.00 West Washington Stree t, Phoenix, Arizona 85007.

6

7

8

Did you provide  pre iile d writte n Dire ct Te s timony in this  ca s e  pre vious ly?

Ye s . I file d writte n Dire ct Te s timony on cos t of ca pita l Octobe r 15, 2007.

9

1 0 Q. What is the purpose of this errata testimony?

11

g :

1
1 2

1 3

1 4

I 1 5

1 6

The  purpose  of this  te s timony is  to corre ct S ta ffs  re comme nde d ca pita l s tructure , cos t of

de bt, ra te  of re turn ("ROR"), a nd s upporting figure s  in Dire ct Te s timony. S ta ffs  initia l

re comme nda tions  a nd  te s timony ina dve rte n tly include d  the  Tolle s on  Obliga tion  in

ca lcula tion of the  ca pita l s tructure , cos t of de bt, a nd ROR. In the  e xe cutive  summa ry of

my profile d Dire ct Te s timony I me ntione d this  ma tte r a nd the  ne e d to File  this  e rra ta

te s timony.

1 7

1 8 Q-

1 9

Wha t pa rts  of the  Dire ct Te s timony a re  a ffe cte d by the se  cha nge s?

Schedule  SPI-1, Table  3, and othe r pa rts  of the  te s timony tha t make  re fe rence  to S ta ff" s

20 recommended cost of debt, capital structure, and ROR are affected. Schedule  SPI~1

21 s hould be  re pla ce d with S upple me nta l Dire ct S che dule  S P I-1 conta ine d in this  e rra ta

22

23

24

te s timony. S upple me nta l Dire ct S che dule  S P I-9 conta ine d in this  te s timony is  a ls o

include d to de pict the  ca pita l s tructure , cos t of de bt, cos t of e quity a nd ROR should the

Commis s ion choos e  to in  th e  ca p ita l s tru c tu re .inc lude  the  To lle s on  Ob liga tion

25

A.

A.

Q.

A.

A.

Supple me nta l Dire ct Sche dule  SPI-10 de picts  the  ca lcula tion of cos t of de bt a nd ca pita l



Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 2

s tructure  ha ving include d the  Tolle son Obliga tion. Supple me nta l Dire ct Sche dule  SP IN l

de picts  the  s a me  informa tion ha ving e xclude d the  Tolle s on Obliga tion. Supplementa l

Table  3 shown be low replaces  Table  3 origina lly included in Direct Tes timony

Supplementa l Table  3



61.5%5.451%sTotal Debt 218,121,645 $11,890,687

Applicant's Equity
Amount

outstanding

as of 6/30/2007

522,880

149,468,228

Common Equity

Common Stock

Paid in Capital

(28,250,298)

15,000,000

Retained Earnings

2007 Equity Infusion

38.5%$ 136,740,810Total Common Equity

100%$ 354,862,455Total Capitalization

0.000%LooQ000
Phoenix Interconnection

Agreement

7.2%5.230%Short-Term Debt 25,391,823 1327891

4

Supplementa l Direct Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 3

/

1

2 11. RECOMMENDATIONS

Q. What is  Staffs  recommended capita l s tructure?

4

5

Sta ffs  ca pita l s tructure  re comme nda tion is  61.5 pe rce nt de bt a nd 38.5 pe rce nt e quity a s

shown in Erra ta  Schedule  1 and Supplementa l Table  3.

6

7 Q- What is Staffs recommended cost of debt?

8 Staffs  cost of debt is  5.5 percent as  shown in Supplementa l Direct Schedule  1.

3

9

A.

A.

l

r



u

Supplemental Direct Testimony of Steven P. Irvine
Docket No W-01303A-07-0209
Page 4

1 Q. What is Staffs recommended ROR?

2 Staff' s ROR is 7.6 percent as shown in Supplemental Direct Schedule 1.

3

4 Q. Does this conclude your Supplemental Direct Testimony"

5 Ye s , it doe s .

f

A.

A.
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Applicant's Cost of Debt (Including the Tolleson Obligation)

Amount outstanding
as of 6/30/2007 Interest RateAnnual Interest

$ 320,490
2,587
1,327
3,112
2,665

386,051
1,331,330

618,240
6,918,220

595,000
383,775
280,768

7.122%

6.260%
5.761%
7. 180%
7. 179%
3.630%
5.390%
5.520%
5.620%
5.950%

5.950%
3.280%
0.000%

5.387%

4,500,000
41,323
23,036
43,340
37,123

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
8,560,000
2,000,000

201,289,822 10,843,564

Long-Term Debt
Aug '08 L-T Senior Notes

Sept '13 PILR - Monterey
Aug '13 PILR - Montes/Lincoln
Aug '15 PILR - Rosalee
Aug '15 PILR - T.O. Development

Sept '28 L-T Note - Maricopa
Dec '13 L-T Promissory Note
Dec '16 L-T Promissory Note
Dec '18 L-T Promissory Note
Fall 2037 L-T Promissory Note
Fall 2037 L-T Promissory Note
Tolleson Obligation'
Phoenix Interconnection Agreement

Long-Term Debt

1,327,891 5.444%
0.000%

5 .230%

Short-Term Debt
Short~Term Debt
Phoenix Interconnection Agreement'

Short-Terrn Debt

24,391,823
1,000,000

25,391,823 1,327,891

5.369%Total Debt $ 226,681,645 $ 12,171,455

Applicant's Equity
Amount outstanding

as of 6/30/2007

522,880
149,468,228
(28,250,298)
15,000,000

Common Equity
Common Stock
Paid in Capital
Retained Earnings
2007 Equity Infusion

s 136,740,810Total Common Equity

$ 363,422,455Total Capitalization

4

Docket No. WS-01303A-07-0209 Supplemental Direct Schedule SPI-10

Weight

55.4%

I{ .

7.0%

62.4%

/

37.6%

100%

I

9



Applicant's Cost of Debt (Excluding the Tolleson Obligation)

Annual Interest Interest Rate
Amount outs ta nding

a s  of6/30/2007

$ 320,490
2,587
1,327
3,112
2,665

386,051
1,331,330

618,240
6,918,220

595,000
383,775

7.122%

6.260%
5.761%

7.180%
7.179%
3.630%
5.390%
5.520%
5.620%
5.950%
5.950%
0.000%
5.481%10,562,796

4,500,000
41,323
23,036
43,340
37,123

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
2,000,000

192,729,822

Long-Te rm De bt
Aug '08 L-T S e nior Note s

S e pt '13 P ILR - Monte re y
Aug '13 P ILR - Monte s /Lincoln

Aug '15 P ILR - Rosa le e
Aug '15 P ILR - T.O. De ve lopme nt

S e pt '28 L-T Note  - Ma ricopa
De c '13 L-T P romissory Note
De c '16 L-T P romissory Note
De c '18 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Fa ll 2037 L-T P romissory Note
Phoenix Interconnection Agreement

Long-Te rm De bt

1,327,891 5.444%

0.000%
5.230%

S hort-Te rm De bt
S hort-Te rm De bt
P hoenix klte rconnection Agree rnen

S hort-Te rm Debt

24,391,823
1,000,000

25,391,823 1,327,891

5.451%Total Debt $ 218,121,645 $ 11,890,687

ApplicaNt's Equity
Am ount outs ta nding

a s  of 6/30/2007

522,880
149,468,228
(28,250,298)
15,000,000

Com m on Equity
Common S tock

P a id in  Ca pita l

Re ta ine d Ea rnings

2007 Equity Infus ion

s 136,740,810Tota l Common Equity

33 354,862,455Tota l Ca pita liza tion

. r: B

Docket No. WS-01303A-07-0209 Supplemental Direct Schedule SPI-11

Wei Qht

54.3%

7.2%

61.5%

I

38.5%

100%

r
\

l I
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET NO. W-01303A_07_0209

The Surrebuttal Testimony of Staff witness Steve Inline addresses the following issues:

Response to the Rebuttal Testimony of Applicant's witness Mr. Thomas M. Broderick
Mr. Broderick's Rebuttal Testimony describes that the Company accepts Staffs
recommendation to reduce the break-over points as per schedule SPI-1. No other comments
appear to be made regarding Staffs recommended rate design. No discussion or objections
relative to rate design appear to be made that would call for a response through Surrebuttal
Testimony.

Staffs updated rate design
Staffs recommend rate design would generate Staffs recommended $9,632,551 revenue
requirement, a 25 percent increase over the test year. The typical 5/8-inch meter residential bill
with median use of 6,431 gallons would increase by $2.89, or 24.29 percent, from $11.88 to
$14.77.

/



1
4

Surrebutta l Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
P a ge  l

1 1. INTRODUCTION

2 Q_ Please state your name, occupation, and business address.

3

4

5

My n a m e  is  S te ve  lin e . I a m a  P ublic  Utilitie s  Ana lys t e mploye d  by the  Arizona

Corpora tion Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion ("S ta ff').

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q. Did you pre vious ly tile  Dire ct Te s timony re ga rding ra te  de s ign in this  ca s e '7

8 Yes _

9

1 0 Q- What matters are addressed in your rate design Surrebuttal Testimony'

11

12
l
{

1 8

1 4

r 1 5

This  ra te  de s ign S urre butta l Te s timony a ddre s se s  comme nts  conta ine d in the  Re butta l

Te s timony of Arizona -Ame rica n Wa te r Compa ny ("Arizona  Ame rica n" or "Compa ny")

witne s s  Mr. Thoma s  M. Brode rick. This  S urre butta l a ls o pre s e nts  ra te s  de s igne d to

genera te  S ta ff' s  Surrebutta l revenue  requirement (Schedule  SPI-3). S ta ff a lso presents  an

upda ted typica l billing ana lys is  (Schedule  SPI-4).

1 6

1 7 Q- Please explain how Staffs rate design Surrebuttal Testimony is organized.

1 8

19

20

S ta ffs  ra te  de s ign S urre butta l Te s timony is  pre se nte d in thre e  se ctions . S e ction I is  this

introduction. S e ction II dis cus s e s  the  Re butta l Te s timony of Mr. Thoma s  M. Brode rick.

S e c tio n  IV c o n ta in s  S ta ffsS e c tion  III a dd re s s e s  S ta ffs  upda te d  ra te  de s ign .

2 1 recommendati on .

22

r

A.

A.

A.

A.



S urre butta l Te s timony of S te ve n P . Irvine
Doc ke t No  W -01303A-07-0209
P a ge  2

l 11. RESPONSE TO TESTIMONY OF MR. THOMAS M. BRODERICK

2 Q. What  comments  does  the Company make in Rebut ta l Test imony regarding S ta ff 's

3 propos e d  ra te  de s ign?

4

5

6

7

8

Mr .  Br oder ick' s  Rebut t a l  T es t imony descr ibes  tha t  the Compa ny a ccep t s  S ta f fs

recommendation to reduce the break-over  points as per  schedule SPI-1.1 No other

comments appear to be made regarding Staffs recommended rate design. No discussion

or objections relative to rate design appear to be made that would call for a response

thro ugh surrebuttal testimony.

9

1 0 III. UPDATED RATE DESIGN

l l Q.

12

Has Staff updated its recommended rate design to reflect its Surrebuttal revenue

requirement?

1 3 Ye s . S ta ffs  S urre bu tta l ra te  de s ign  p re s e n te d  in  S c he du le  S P I-3  is  re v is e d  to  re fle c t

14 S ta ffs  $9,632,551 S urre butta l re ve nue  re quire m e nt,  a  25 pe rce nt incre a s e  ove r the  te s t

1 5 ye a r.  Unde r S ta ffs  re com m e nde d ra te  de s ign ,  the  typica l 5 /8-inch  m e te r re s ide ntia l b ill

1 6 with m e dia n us e  of 6,431 ga llons  would incre a s e  by $2.89, or 24.29 pe rce nt, from  $11.88

1 7 to $14.77.

1 8

19 I v . SUMMARY OF STAFF RECOMMENDATION

20 Please  provide a  brief summary of Staff's  recommendation.

2 1 Staff recommends approval of its recommended rates shown in Schedule SPI-3.

22

23 Q. Does this conclude your Surrebuttal Testimony"

24 Ye s , it doe s .

1 Rebuttal Testimony of Mr. Thomas M. Broderick. Page 18.

A.

A.

A.

A.

l l l l l l



$ 8.20
8.20

20.50
41 .of
65.60

131 .20
205.00
410.00
656.00

$ 8.20
8.20

20.50
41.00
65.60

131.20
205,00
410.00
656.00

20.50
41.00
65.80

131.20
205.00
410,00

11 .48
17.30
38.35
47.46
68.34

6.93
5.93
6.98

$
$
s

0.9350
1 ,4280
1 .7100

N/A
N/A
N/A

$
$
$

0.9350
1 .4280
1.7100

N/A
N/A
NIA

$
s

1.4280
1.7100

N/A
N/A

Company
Proposed Rates

4
lL

Arizona-AmericahWaker Company . Sun City Water
Docket NO W-01303A-07»0209
Test Year Ended December 29, 2006

Surrebuttal Schedule SPI-3
Page 1 of 3

RATE  DESIGN

Monthly Usage Charge
Present
Rates

Staff
Recommended Rates

5/8" Meter
3/4" Meter

1" Meter
1%" Meter

2" Meter
3" Meter
4" Meter
6" Meter
8" Meter

Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential

$ 6.33
5,33

16.40
33.77
51.14
86.84

135.00
178.51
350,00

s 8.03
803

20.57
41.13
55.81

131.62
20565
411,31
658.10

5/8" Meter - Commercial
3/4" Meter - Commercial

1" Meter - Commercial
1V=" Meter - Commercial

2" Meter - Commercial
3" Meter - Commercial
4" Meter - Commercial
6" Meter - Commercial
8" Meter - Commercial

$ 6.33
6,33

16.40
33,77
51.14
86.84

135.00
178.51
350.00

$ 8.03
8.03

2057
41.13
65,81

131.62
205.65
411.31
658.10

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
Irrigation e"

16.46
33.78
51.15
88.87

13500
178.55

20.57
41.13
6581

131.62
205.65
41131

Private Fire 3"
Private Fire 4"
Private Fire G"
Private Fire 8"
Private Fire 10"

7.60
11 .39
15.83
25.32
39.35

11.22
1736
36.47
47.61
68.34

Public Interruptible 3"
Public Interruptible 8"
Standby - City of Peoria
Central Arizona Project Raw

4.59
4.59
4.62

6.95
8.95
7.00

Commodity Rates

ff

5/B" Meter (Residential)
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 1a_000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

$
s
$

0.7200
1,1000
1.3160

N/A
N/A
N/A

N/A
N/A
N/A

07223
1.3342
1 6653

$
s
$

3/4" Meter (Residential)
From 1 to 4,000 Gallons
From 4,001 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons

s
$
$

0.7200
1.1000
1.3160

N/A
N/A
N/A

N/A
N/A
N/A

0.7223
1.3342
1.6553

s
$
s

5/8" Meter (Commercial)
From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons

$
$

1.1000
1,3160

N/A
N/A

N/A
N/A

1 ,3342
1 6653

S
s

ml Illlll\l\l I lm lulluI
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Arizona-American Water Company » Sun City Water
Docket ND w-01303A-07-0209
Test Year Ended December 29, 2006

Surrebuttal Schedule SPI-3
Page 2 of 3

Present

Rates
Company

Proposed Rates
Staff

Recommended RatesMonthly Usage Charge
3/4" Meter (Commercial)

From 1 to 18,000 Gallons
Over 18,000 Gallons
From 1 to 10,000 Gallons
From 10,001 to 10,000 Gallons

$
$

1.1000
1.3160

N/A
N/A

$
$

1 .4280
1 .7100

Nl A
N/A

N/A
N/A

1 .3342
1 5 6 5 3

$
$

1" Meter (Res., Comm.)
From 1 to 60,000 Gallons
Over 60,000 Gallons
From 1 to 46,000 Gallons
Over 46,000 Gallons

$
$

1.1000
1.3160

NIA
N/A

$
$

1.4280
1,7100

N/A
N/A

N/A
N/A

1 .3342
1 .6653

$
$

1%" Meter (Res,  Comm,)
From 1 to 125,000 Gallons
Over 125,000 Gallons
From 1 lo 105,000 Gallons
Over 106,000 Gal lons

$
$

1.1000
1.3160

N/A
N/A

$
$

1.4280
1 .7100

NIA
NIA

NIA
NIA

1 .3342
1 ,6653

s
$

2" Meier (Res,_ Comm.)
From 1 to 190,000 Gallons
Over 190,000 Gal lons
From 1 to 175,000 Gallons
Over 175,000 Gal lons

$
$

1.1000
1.3160

N/A
N/A

$
$

1 .4280
1.7100

N/A
N/ A

N/ A
NIA

1 .3342
1.6653

$
$

3" Meter (Res. ,  Comm)
From 1 to 340,000 Gallons
Over 340,000 Gal lons
From 1 to 340,000 Gallons
Over 340,000 Gallons

$
$

1 .1000
1.3160

NIA
N/A

$
$

1 .4280
1 .710()

N/A
N/A

N/A
N/A

1 .3342
1.6653

$
$

4" Meter (Res., Comm.)
From 1 to 550,000 Gallons
Over 550,000 Gallons
From 1 to 550,000 Gallons
Over 550,000 Gallons

$
$

1.1000
1.3160

N/A
N/A

$
$

1.4280
1.7100

N/A
N/A

N/A
N/ A

1.3342
1.6553

$
$

6" Meter (Res., Comm.)
From 1 to 700,000 Gallons
Over 700,000 Gal lons
From 1 lo 700,000 Gal lons
Over 700,000 Gallons

$
$

1.1000
1.3160

N/A
N/A

$
$

1 42BO
1.7100

N/A
N/A

N/A
N/ A

1,3342
1 .6653

s
$

8" Meter (Res., Comm.)
From 1 to 1,450,000 Gallons
Over 1,450,000 Gallons
From 1 Io 1,430,000 Gallons
Over 1,430,000 Gallons

$
$

1.1000
1.3160

N/A
NIA

$
$

1.4280
1.7100

N/A
N/A

N/A
N/ A

1.3342
1.6653f

$
$

$ 0.B200 $ 1 .0645 $ 1.0679

0 8 2 0 0 1 .0645 1.0679

0,8200 1.0645 1.0679

0.8200 1 .0645 110679

Irrigation 1"
AH Gallons

Irrigation 1.5"
AH Gallons

Irrigation 2"
All Gallons

Irrigation 3"
All Gallons

Irrigation 4"
All Gallons

Irrigation 5"
All Gallons

0,8200 1 .0645 1.0579

0.8200 1.0645 1 0679

0.7600 0.9866 0.9898

0.7600 0.9856 0 9 8 9 8

0.7600 0.9856 0,9898

0.7600 0 9 8 8 5 0.9898

Private Fire 3"
All Gallons

Private Fire 4"
All Gallons

Private Fire 6"
All Gallons

Private Fire 8
All  Gallons

Private Fire 10
All  Gallons

0.7600 0.9866 0.9898

$ 0.6300 $ 03179 $ 0,9898

0.6300 0.8179 0.9898

Public Interruptible 3
All Gallons

Public interruptible B
All Gallons

Standby - City of Peoria
All Gallons

Central Arizona Project Raw
All Gallons

0.7600 0.9866 0.9B98

0.6558 0.8513 0.8540



Meter Total
Service Line and
Meter Installation Charges Line Line Meter Total TotalMeterLine

$ $ $370
370
420
450
580
580
745
765

1 ,090
1.120
1.610
1.530

130
205
240
450
945

1 .640
1 ,420
2. 195
2.270
3.145
4.425
e, 120

500
575
660
900

1 ,525
2,220
2.155
2.950
3.360
4.265
6.035
7.750

5/8" Meter
3/4" Meter
1" Meter
1%' Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter
Over 5"

Service Charges

$ $130
205
240
450
945

1 ,640
1,420
2, 195
2,270
3. 145
4,425
s, 1 z0

500
575
660
900

1 ,525
2,220
2, 1 et
2,960
3,360
4,265
6.035
7,750

$ 370
370
420
450
580
580
745
765

1 ,090
1 , 120
1 ,s10
1 ,630

Cost Cost Cost

$ $ 500
575
G60
900

1 ,525
2.220
2.165
2.960
3.360
4.265
6.035
7 750

130
205
240
450
945

1 .640
1 .420
2. 195
2.270
3, 145
4,425
e. 120

Cost

$ 370
370
420
450
580
580
745
765

1.090
1 . 120
1 .610
1.630

Cost Cost

Company
Proposed Rates

Arizona-American Water Company - Sun City Water
Docket NO W-D1303A-07-0209
Test Year Ended December 29, 2006

Surrebuttal Schedule SPI~3
Page 3 of 3

Present
Rates

Staff
Recommended Rates

Establishment and/or reconnection
Establishment and/or reconnection (After Hours)
Meter Test
NSF Check
Meter Re-Read
Deposit
Deposit Interest
Collection of any privilege, sales, use and franchise taxes

$ 30.00
40.00
10.00
10.00
5,00

( a )
( a )
( b )

$ 30.00
40,00
10.00
10.00
5.00

( a )
(a )
( b )

$ 30.00
4000
1000
10.00
500

( a )
( a )
( b )

(2)
(b)

Per Commission Rule A,A.C. R-14-2-403B
Per Commission Rule A.A.C. R-14-2-409D

4/



LINE

no.
CUSTOMER

CLASS

CURRENT RATES

AVERAGE MEDIAN
USAGE DOLLARS USAGE DOLLARS

Residential 5/8"*
Residential 3/4""
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

irrigation 1"
irrigation 1.5"
Irrigation 2"
irrigation 3"
irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public Interruptible 8"
Standby - City of
Peoria I
Central Arizona
reject Raw

$
55
$
$
33
$

$

13.91
13.91
38.17

112.57
151.57
311.87

N/A
288,17

N/A

8,289
8,289

19,791
71,837
91,303

204,575
NIA

81 513
N/A

$
53
$
$
83
$
$
58

8,722
8,722

21,918
51,027

103,282
253,459
957,823

3 365,733
N/A

13.72
13.72
40.51
89.90

184.73
365.64

1,278.70
4,458.81

N/A

$

8

290,885
N/A

384,884
N/A
N/A
N/A

254.97
N/A

350.17
N/A
N/A
N/A

$
$
$
$

7.80
11.39
15.83
25.32

N/AN/A

N/A N/A

4.5933

N/A N/A

359.18547,898 $

$
$
$
$
$
$

$

6,431
6,431
8,586

57,843
63,613

210,281
N/A

44,500
N/A

11.88
11.88
25.84
97.40

121.11
318.15

N/A
227.46

N/A

$
$
$
$
$
$
$
$

1,230
1 ,230
9,650

19,188
58,278
96,000

773,500
1 ,212,500

N/A

7.68
7.68

27.02
54.88

115.25
192.44

1 ,034.13
1,622.96

N/A

$

$

225,500
N/A

34,500
N/A
N/A
N/A

201 .37
N/A

79.44
N/A
N/A
N/A

$
$
$
$

N/A

7.60
11.39
15,83
25.32

N/A

N/A N/A

4.59$

N/A N/A

46.0570,214 $

)

Arizona-American Water Company - Sun City Water
WS-01303A-07~0209
Test Year Ended December 29, 2006

Surrebuttal Schedule SPI-4
Page 1 of 3

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN COST COMPARISONS

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
19

20

Average and median biting data for 5/8" and 3/4" has been combined



CUSTOMER

CLASS

COMPANY RECOMMENDED

AVERAGE MEDIAN
AVERAGE CHANGE PERCENT MEDIAN CHANGE PERCENT

Residential 5/8"*
Residential 3l4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
Irrigation 4"
irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public interruptible 3"

Public Interruptible 8"
Standby - City of
Peoria
Central Arizona
reject Raw

l

I

I

I

$

$

$

$

$

$

$
ft?
$
$
33
$

A

$ $

18.04
18.04
48.76

143.30
195.98
423.33

N/A
526.40

N/A

4.13
4.13

10.59
30.73
44.41

111.46
N/A

258.23
N/A

29.70°/
29.700/
27.75°/
27.30</
29.30%
35.74%

N/
96.29%

N/A

$
$
$
$
$
$
$
53

$
$
$
$
$
$
$
35

17.80
17.80
51.80

113.87
213.06
493.14

1,687.78
5,968.00

N/A

4.07
4.07

11.29
23.97
48.33

127.49
411.08

1,511.39
N/A

29.69%
29.69%
27.87%
26.66%
29.34%
34.87%
32.20%
33.91 %

N/A

$ $

$ $

330.13
N/A

453.78
N/A
N/A
N/A

75.16
N/A

103.61
N/A
N/A
N/A

29.48%
N/A

29.59%
N/A
N/A
N/A

$
$
$
$

$
$
$
$

11.48
17.30
36.35
47.46

N/A

3.88
5.91

20.52
22.14

N/A

51.05%
51.89%

129.63%
87.44%

N/A

N/A N/A N/A

2.34$ 6.93 8 50.98%

N/A N/A N/A

107.07466.26 $$ 29.81%

$

$

$

$

$

55

35
$
$
$
$
33

|

|

I

I

I

I
A

$ $
A

15.41
15.41
32,76

123.60
156.44
431 .48

N/A
473.55

N/A

3.53
3.53
6.92

26.20
35.33

113.33
N/A

246.09
N/A

29.68°/
29.68°/
26.76°/
26.90°/
29.17°/
2»5.62</

N/
108.19%

N/

$
35
33
$
$
$
35
38

$
$
38
$
$
$
33
$

9.96
9.96

34.28
68.40

148.82
268.29

1,372.59
2,285.98

N/A

2.27
2.27
7.27

13.52
33.58
75.85

338.46
663.02

N/A

29.59%
29.59%
26.89%
24.64%
29.13%
39.41%
32.73%
40.85%

N/A

$ $

$ 33

260.54
N/A

102.33
N/A
N/A
N/A

59.17
N/A

22.89
N/A
N/A
N/A

29.39%
N/A

28.81%
N/A
N/A
N/A

$
$
$
$

$
$
$
$

11.48
17.30
36.35
47.46

N/A

3.88
5.91

20.52
22.14

N/A

51.05%
51 .89%

129.63%
87.44%

N/A

N/A N/A N/A

2.34$ 6.93 $ 50.98%

N/A N/A N/A

13.73$ 59.77 $ 29.81%

Arizona-American Water Company .. Sun City Water
WS-01303A-07-0209
Test Year Ended December 29. 2006

Surrebuttal Schedule SPI-4
Page 2 of 3

Average and median billing data for 5/8" and 3/4" has been combined



UNE
NO.

CUSTOMER
CLASS

STAFF RECOMMENDED

AVERAGE MEDIAN
AVERAGE CHANGE PERCENT MEDIAN CHANGE PERCENT

7 7
78
79
80
81
82
83
84
85
86
8 7
88
89
90
91
92
93
9 4
95
GA

98 .
99
100
101
1p2
103
104
105
106
107
108
109

110

111

112

113
114

Residential 5/8"*
Residential 3/4"*
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"
Residential 4"
Residential 6"
Residential 8"

Commerical 5/8"
Commercial 3/4"
Commerical 1"
Commerical 1.5"
Commerical 2"
Commerical 3"
Commercial 4"
Commercial 6"
Commercial 8"

Irrigation 1"
Irrigation 1.5"
Irrigation 2"
Irrigation 3"
irrigation 4"
Irrigation 6"

Private Fire 3"
Private Fire 4"
Private Fire 6"
Private Fire 8"
Private Fire 10"

Public Interruptible 3"

Public interruptible 8"
Standby - City of

Peoria
Central Arizona

Project Raw

I

I

I

I

I

33
$
55
$
$
s

36
$
35
$
$
$

A

$ $
A

17.22
17.22
46.97

136.71
187.63
404.57

N/A
520.07

N/A

3.32
3.32
8.80

24.14
36.06
92.70

N/A
251.89

N/A

23.85°/
23.85°/
23.06°/
21 .45</
23.79°/
29.72%

N/
93.93%

N/

$
$
85
$
$
$
$
$

$
$
$
$
$
$
$
$

16.99
16.99
49.81

109.21
203.59
469.80

1,618.64
5 784.54

N/A

3.27
3.27
9.30

19.31
38.86

104.15
341 .95

1,327.92
N/A

23.83%
23.83%
22.96%
21.48%
23.59%
28.48%
26.78%
29.80%

N/A

$$

$ $

331 .18
N/A

455.23
N/A
N/A
N/A

76.21
N/A

105.06
N/A
N/A
N/A

29.89%
N/A

30.00%
N/A
N/A
N/A

$
$
33
$

$
$
$
$

11.22
17.36
36.47
47.61

N/A

3.62
5.97

20.64
22.29

N/A

47,58%
52.37%

130.36%
88.04%

N/A

N/A N/A N/A

2.36$ 6.95 $ 51.46%

N/A N/A N/A

108.56467.74 $$ 30.23%

I

I

|

I

I

$

35

$

$

$

3

$
$
$
$
$
$

A

$ $
A

14.77
14.77
32.02

113.31
150.69
412.19

N/A
470.68

N/A

2.89
2.89
6.18

20.91
29.57
94.04

N/A
243.22

N/A

24.29°/
24.29°/
23.90</
21.47°/
24.42'/
29.56%

N/
106.93%

N/

$
38
$
$
$
$
$
$

$
$
$
$
$
5
$
$

9.67
9.67

33.44
66.73

143.57
259.71

1 ,311.69
2,198.75

N/A

1 .98
1 .98
6.43

11.86
28.32
67.27

277.56
575.79

N/A

25.82%
25.82%
23.79%
21.60%
24.57%
34.95%
26.84%
35.48%

N/A

$ $

$ 3

261 .38
N/A

102.65
N/A
N/A
N/A

60.01
N/A

23.21
N/A
N/A
N/A

29.80%
N/A

29.22%
N/A
N/A
N/A

33
$
$
$

$
55
$
$

11.22
17.36
36.47
47.61

N/A

3.62
5.97

20.64
22.29

N/A

47.58%
52.37%

130.36%
88.04%

N/A

N/A N/A N/A

2.36$ 6.95 $ 51 .46%

N/A N/A N/A

13.92$ 59.96 $ 30.23%

4 * 1
In

Arizona-American Water Company - Sun City Water
ws-01303A-07-0209
Test Year Ended December 29, 2006

Surrebutta! Schedule SPI-4
Page 3 of 3

*Average and median billing data for 5/8" and 3/4" has been combined
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET no. W-01303A_07-0209

The  Surrebutta l Testimony of S ta ff witness  S teven P . Irvine  addresses  the  following issues:

Ca pita l S tructure .- S ta ff re comme nds that the Arizona Corpora tion Commiss ion
("Commis s ion") a dopt a  ca pita l s tructure  for Arizona -Ame rica n Wa te r Compa ny ("Arizona
Ame rica n" or "Compa ny") for this  proce e ding cons is ting of 61.0 pe rce nt de bt a nd 39.0 pe rce nt
e quity.

Cos t of Equity - S ta ff' s  10.8 pe rce nt e s tima te d re turn on e quity ("ROE") for the  Compa ny is
based on cos t of equity e s tima te s  for the  sample  companie s  ranging from 9.1 pe rcent us ing the
dis counte d ca s h flow me thod ("DCF") to 10.5 pe rce nt us ing the  ca pita l a s s e t pricing mode l
("CAP M"). S ta ff"s  ROE re comme nda tion include s  a  1.0 pe rce nt upwa rd a djus tme nt due  to the
highe r fina ncia l ris k re fle cte d in Arizona  Ame rica n's  ca pita l s tructure  in re la tion to tha t of the
sample companies.

Cos t of Debt - S ta ff recommends tha t the  Commission adopt a  5.5 percent cost of debt.

Ove ra ll Ra te  of Re turn - S ta ff re comme nds  tha t the  Commiss ion a dopt a n ove ra ll ra te  of re turn
("ROR") of 7.6 pe rce nt.

Mr. Brode rick's  Te s timony - The  Commis s ion s hould re je ct the  7.7 pe rce nt Cos t of Ca pita l
propos e d by Arizona  Ame rica n a s  it is  a ppropria te  to include  s hort-te rm de bt in the  ca pita l
s tructure . The  Compa ny's  pos ition tha t the re  is  a  la ck of a s socia tion be twe e n short-te nn de bt
a nd ra te  ba se  is  incons is te nt with mode rn fina ncia l the ory. Ea ch of the  e le me nts  of the  ca pita l
s tructure  (ca pita l le a se s , long-te rm de bt, short-te rm de bt, pre fe rre d s tock, a nd common s tock)
toge ther provide  a  s ingle  pool or source  of funds tha t a re  ava ilable  for a ll uses  of funds.



4

Surrebutta l Tes timony of S teven P . Irvine
Docke t No W-01303A-07-0209
Page 1

1 1 . INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  S te ve  Irvine . I a m a  P ublic Utilitie s  Ana lys t W e mploye d by the  Arizona

Corpora tion  Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion  ("S ta ff').

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Did you pre vious ly tile  Dire ct Te s timony pe rta ining to cos t of ca pita l in this  ca s e ?

8 Yes .

9

10 Q- What matters are addressed in your Surrebuttal Testimony'

1 2

1 3

1 4

This  S urre butta l Te s timony pre s e nts  a n upda te  of S ta ffs  cos t of ca pita l a na lys is  a nd

re la te d re comme nda tions  for Arizona -Ame rica n Wa te r Compa ny ("Arizona  Ame rica n" or

"Company") and re sponds  to cos t of capita l e lements  of the  rebutta l te s timony of Arizona

Ame rica n Witne ss  Mr. Thoma s  M. Brode rick.

1 5

1 6 Q-

1 7

1 8

fr/

1 9

A.

A.

A.

Q.

A.

P le a s e  e xpla in how S ta ff's  cos t of ca pita l S urre butta l Te s timony is  orga nize d.

S ta ffs  S urre butta l Te s timony is  pre se nte d in four s e ctions . S e ction I is this  introduction.

S e ction II dis cus s e s  S ta ffs  upda te d cos t of ca pita l a na lys is . S e ction III pre s e nts  S ta ffs

comme nts  on the  cos t of ca pita l e le me nts  of the  Re butta l Te s timony of the  Compa ny's

cos t of ca pita l witne ss , Mr. Thoma s  M. Brode rick. La s tly, Se ction IV pre se nts  S ta ffs  cos t

of capita l recommendations
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1 11. UPDATED COST OF CAPITAL ANALYSIS

2 Q- Ha s  S ta ff upda te d its  cos t of ca pita l ("COC") a na lys is  s ince  filing Dire c t Te s timony?

3

4

Ye s . S ta ff ha s  upda te d the  a na lys is  to re fle ct more  curre nt ma rke t da ta . Surre butta l

schedules  SPI-1 through SPI-l1 a re  included to support the  new results  and ana lysis .

5

6 Q. Has Staff updated the capital structure?

7 Ye s . S ta ff now recommends  an upda ted capita l s tructure  composed of 69.0 pe rcent debt

8

9

10

11

and 31.0 pe rcent equity. S ta ffs  upda ted capita l s tructure  includes  an increa se  to the  ra te

of the  $10,000,000 Long-Te rm promis sory note  due  Octobe r 2037 from 5.95 pe rce nt to

6.5 pe rcent. This  change  is  made  to upda te  the  previous ly e s tima ted cos t of the  note  and

re fle ct the  ma ximum a uthorize d ra te  for the  note  a s  the  Compa ny re ports  tha t the  a ctua l

12
. . . . 1

cos t of the  note  e xce e ds  the  ma ximum Comnlls s lon a uthorize d ra te  . The  diffe re nce

l~3 be tween the  actua l debt ra te  of 6.593 pe rcent for this  note  and the  maximum Commiss ion

1 4

1 5

a uthorize d ra te  of 6.5 pe rce nt ha s  no ma te ria l a ffe ct on the  fina ncia l s oundne s s  of the

Company and S ta ffs  ra te  recommenda tion in this  proceeding.

1 6

1 7 Q. Has Staff changed its method of calculating rate of return ("ROR")'?

1 8 No. The  methodology has  not been changed.

1 9

20 Q-

2 1

22

Wha t is  S ta ff's  upda te d re turn on e quity ("ROE")?

S ta ff continue s  to re comme nd a  10.8 pe rce nt ROE. While  ma ny of the  inputs  to S ta ff" s

models  have  changed, the  resulting ROE estimation has not.

23

r

I Thomas M. Broderick's rebuttal testimony. Page

A.

A.

A.

A.

c
J .
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1 Q. What is Staff's updated ROR estimate?

2

3

4

Staff continues to recommend a 7.6 percent overall ROR for Arizona American. While

many of the inputs to Staffs models have changed, the resulting ROR estimation has not.

Staff's recommendation is based on an ROE of 10.8 percent and a cost of debt of 5.5

5 percent.

6

7 111. RESPONSE TO THE REBUTTAL TESTIMONY OF THE APPLICANT'S COST

8 OF CAPITAL WITNESS MR. THOMAS M. BRODERICK

9 Q.

10

Briefly summarize Arizona American's proposed capital structure, return on equity

and overall rate of return for this proceeding.

11

1 2

13

1 4

1 5

1 6

The Company proposes a capital structure that consists of 41.4 percent equity and 58.6

percent debt. The Company's recommended cost of equity is 10.8 percent and its

recommended cost of debt is 5.5 percent. The Company's proposed ROR is 7.7 percent.

Staff and the Company agree on both cost of equity and cost of debt. Staff and the

Company disagree on the amount of debt and equity in the capital structure resulting in a

difference of 10 basis points in the respective ROR recommendations.

1 7

1 8 Q- What is Staff's response to the Company's assertion that because short-term debt

does not finance rate base it is inappropriate to include short-term debt in the capital

structure?

2 1 A This statement appears to be based on a mistaken understanding of the role of the capital

structure in estimation of cost of capital. The cost of capital to a company issuing a

variety of securities is an average of the expected returns on the securities the company

has issued weighted according to the size of each security relative to the colnpany's entire

security portfolio. The size of each security relative to the company's entire security

A.

A.

Ibid Page 4
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1

2

3

4

5

6

7

8

portfolio is  qua ntifie d in the  compa ny's  ca pita l s tructure . The  ca pita l s tructure , the re fore ,

de scribe s  the  re la tive  proportions  of each type  of security (capita l le a se s , long-te rm debt,

s hort-te rm de bt, pre fe rre d s tock, a nd common s tock). This  e ntire  s e curity portfolio

include s  a ll of the  e le me nts  include d in  the  ca pita l s tructure . According to  mode m

financia l theory these  e lements  provide  a  s ingle  pool or source  of funds  tha t a re  ava ilable

for a ll use s  of funds . The re fore , short-te rm debt, a s  an e lement of the  source  of funds , is

us e d to fund ra te  ba s e , a  us e  of funds . The  Compa ny's  pos ition tha t the re  is  a  la ck of

a s socia tion be twe e n short-te rm de bt a nd ra te  ba se  is  incons is te nt with this  cons truct of

9 modern financia l theory.

1 0

11 Q- What other information supports including short-term debt in a capital structure"

1 2

1 3

1 4

1 5

1 6

1 7

Arizona  Adminis tra tive  Code  R14-2-103, S che dule  D-2  which  de s cribe s  ra te  ca s e

a pplica tion filing re quire me nts  include s  s hort-te rm de bt a s  a  compone nt of the  cos t of

ca pita l. In a ddition to this  e xa mple , Commis s ion De cis ion No. 68310, da te d Nove mbe r

14, 2005, orde re d the  Compa ny to file  a n e quity pla n to a chie ve  a rid ma inta in a n e quity

ra tio be twe e n 40 a nd 60 pe rce nt of tota l ca pita l. The  orde r cle a rly include d short-te rm in

the  capita l s tructure , as  shown be low:

1 8

1 9

2 0

2 1

2 2

"IT IS  FURTHER ORDERED tha t Arizona ~A1ne rica n Wa te r Compa ny
sha ll file  a  plan with Docke t Control by December 31, 2005 tha t describes
how the  Compa ny e xpe cts  to  a tta in  a nd ma inta in  a  ca pita l s tructure
(e quity, long-te rm de bt, a nd s hort-te rm de bt) with e quity re pre s e nting
between 40 and 60 percent of total capita1."3 (Emphasis  added)

23

3 Decision No. 68310, November 2005. Page 15.

A.
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1 Q. What is Staff"s response to the Company's characterization of inclusion of short-

2

3

term debt in the capital structure as an additional way to depress Arizona-

American's equity ratio?4

4

5

6

7

8

9

1 0

11

As the  Company notes , inclus ion of short-te rm debt in the  capita l s tructure  does  result in a

s ma lle r e quity ra tio  tha n the  e quity ra tio  tha t would e xis t s hould s hort~te rm de bt be

excluded. Howeve r, inclus ion of short-te rm debt is  appropria te  for the  rea sons  discussed

previous ly. Exclus ion of short-te rm debt from the  capita l s tructure  would be  inappropria te

a s  it would cre a te a  fa ls e re pre s e nta tion of the  Compa ny's  cos t of ca pita l for ha ving

removed a  component of the  capita l cos ts . This  would a lso have  the  re sult of infla ting the

Company's  cos t of capita l above  its  appropria te  leve l a s  equity would be  more  prominent

in the  capita l s tructure .

1 2

13 Q-

1 4

1 5

Do the previous Commission Decisions cited by the Company to support its request

for exclusion of short-term debt in this rate case provide a good reason for applying

that practice in this case?5

1 6 No. Commiss ion De cis ion No. 68310 of Nove mbe r 2005 de a lt with a rse nic cos t re cove ry

1 7

1 8

1 9

20

2 1

22

23

mechanisms  and did not e s tablish a  cos t of capita l finding. Furthe rmore , the  Commiss ion

is  not bound by previous  decis ions  or practice s . This  is  expre ssed in Decis ion No. 69440

(Ma y 2007). It s ta te s  "We  wis h to ma ke  it cle a r tha t, in a dopting Arizona -Ame rica n's

hypothe tica l ca pita l s tructure  in this  ca s e , we  offe r no a s s ura nce  tha t a  s imila r ca pita l

s tructure  will be  e mploye d in na ture  ca s e s ."6 S ta ff ha s  include d s hort-te rm de bt in the

ca pita l s tructure  for the  re a sons  cite d pre vious ly. S ta ff encourages  the  Commiss ion to

follow sound financia l practices  in its  decis ions .

24

I

4 Ibid. Page 4.
s  Ibid. Pages  4 and 5.
6 Decis ion No. 69440. Page 14.

A.

A.
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1 Iv. STAFF RECOMMENDATIONS

2 Q- What are Staff's recommendations for Arizona American's cost of capital?

3 S ta ff makes the  following re comme nda tions  for Arizona  Alne rica n's  cos t of ca pita l:

4

5

6

S ta ff re comme nds  a  ca pita l s tructure  of 61 .0 pe rce nt de bt a nd 39.0 pe rce nt e quity.

S ta ff re comme nds  a  cos t of de bt of 5.5 pe rce nt.

S ta ff re comme nds  a  cos t of e quity of 10.8 pe rce nt, which inc lude s  a  100 ba s is  point

7

8

fina ncia l ris k a djus tme nt.

4. S ta ff re comme nds  a n ove ra ll ra te  of re turn of 7.6 pe rce nt.

9

1 0 Does this conclude your Surrebuttal Testimony"

1 1 Ye s , it doe s .

/

A.

A.

3.

2.

1.
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Ap p lican t's  Co s t o f Deb t (In c lu d in g  th e  To lles o n  Ob lig a tio n

Amount ou ts ta nd ing

a s  of 10/31/2007 Annua l In te re s t Inte re s t Ra te

$ 321,877
2,587
1,327
3,112
2,665

386,051
1,331,330

618,240
6,918,220

650,000
425,249
280,768

Lo n g -Te rm  De b t

Aug  '08  L-T S e n io r No te s

S e p t '13  P ILR - Monte re y

Au g  '1 3  P ILR Mo n te s /Lin c o ln

Aug  '15  P ILR - Ros a le s

Aug '15  P ILR ... T.O. De ve lopme nt

S e p t '28  L-T Note  - Ma ricopa

De c  '13  L-T P rom is s o ry No te

De c  '16  L-T P rom is s o ry No te

De c  '18  L-T P rom is s o ry No te

Fa ll 2037  L-T P rom is s o ry No te

Fa ll 2037  L-T P rom is s o ry No te

Tolle s on  Obliga tions

P hoe nix Inte rconne ction Agre e me nt

Lo n g -Te rm  De b t

4,519,474
41,323
23,036
43,340
37,123

10,635,000
24,700,000
11,200,000

123,100,000
10,000,000
6,450,000
8,560,000
3,000,000

202,309,296

7 .122%

6.260%

5.761%

7.180%

7.179%

3.630%

5.390%

5.520%

5.620%

6.500%

6.593%

3.280%

0.000%

5.408%10,941,425

S hort-Te rm De b t

S hort-Te rm De b t 5 .753%28,124,006 1,617,974

S hort-Te rm De b t 5 .753%28,124,006 1,617,974

5.450%230,433,302 s 12,559,399Total Debt $

Ap p lic a n t ' s  Eq u ity

Amount ou ts ta nd ing

a s  of 10/31/2007
Co m m o n  Eq u ity

Common S tock

P a id  in  Ca p ita l

Re ta ine d Ea rnings

2007  Equ ity In fus ion

522,880

149,468,228

(22,888,723)

15,000,000

To ta l Co m m o n  Eq u ity $ 142,102,385

372,535,687Tota l Ca p ita liza tion $

I In

Docket No. WS-01303A-07-0209 Surrebutta! Schedule SPI-10

We i,qht

54.3%

i

7.5%

619%

38.1%

100%

r

. *

I

r



Applicant's Equity

Amount outs tanding
10/31/2007

Common Equity
Common S tock
P a id in Capita l
Reta ined Earnings
2007 Equity Infus ion

522,880
149,468,228
(22,888,723)
15,000,000

142,102,385Tota l Common Equity $

363,975,687Tota l Capita liza tion $
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Direct Testimony of Dorothy Hairs
Docket No. WS-01303A-07-0209
Page 1

1 INTRODUCTION

2 Q- Please state your name and business address.

3 My bus ine s s  a ddre s s  is  1200 We s t Wa s hington S tre e t,

4

My na me  is  Doro thy Ha ins .

Phoenix, Arizona  85007.

5

6 Q. By whom and in what position are you employed?

7

8

I a m e mploye d by the  Arizona  Corpora tion Commis s ion ("Commis s ion" or "ACC") a s  a

Utilitie s  Engine e r - Wa te r/Wa s te wa te r in the  Utilitie s  Divis ion.

9

1 0 How long have you been employed by the Commission?

11 I have been employed by the Commission since January 1998.

1 2

13 Q.

1 4

1 5
/

1 6

1 7

1 8

1 9

Wha t a re  your re s pons ibilitie s  a s  a Utilitie s Engine e r - Wa te r/Wa s te wa te r?

My ma in re spons ibilitie s  a re  to inspe ct, inve s tiga te  a nd e va lua te  wa te r a nd wa s te wa te r

sys te ms . This  include s  obta ining data , pre pa ring re cons truction cos t ne w a nd/or origina l

cos t s tudie s , cos t of s e rvice  s tudie s  a nd inve s tiga tive  re ports , inte rpre ting rule s  a nd

regula tions , and to sugges t corrective  action and provide  te chnica l re commenda tions  on

wa te r a nd wa s te wa te r s ys te m de ficie ncie s . I a ls o provide  writte n a nd ora l te s timony in

rate  cases and other cases before the Commission.

20

2 1 Q- How many companies have you analyzed for the Utilities Division?

22

23

I have analyzed more than 90 companies covering these various responsibilities for

Utilities Division Staff ("StafF').

24

1 25 Q. Have you previously testified before this Commission?

26 A.

A.

A.

A.

A.

A.

Yes, Shave  testified on numerous occasions before  this  Commission.



Dire ct Te s timony of Dorothy Ha irs
Docke t No. WS-01303A007_0209
Page 2

1 Q What is your educationalbackground?

I gra dua te d from the  Unive rs ity of Ala ba ma  in Birmingha m in 1987 with a  Ba che lor of

Science  degree  in Civil Enginee ring

5 Q. Brie fly de s cribe  your pe rtine nt work e xpe rie nce

Be fore  my e mployme nt with the  Commis s ion, I wa s  a n Enviromne nta l Engine e r for the

Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") for te n ye a rs . P rior to tha t time

I wa s  a n Engine e ring Te chnicia n with C. F. Ha ins , Hydrology in Northport, Ala ba ma  for

approxima te ly five  yea rs

11 Q Please state your professional membership, registrations, and licenses

I a m a  re gis te re d Civil Engine e r in Arizona  s ince  1990. I a m a  me mbe r of the  Ame rica n

S ocie ty of Civil Engine e ring ("AS CE"), Ame rica n Wa te r Works  As s ocia tion ("AWWA")

a nd Arizona  Wa te r & P ollution Control Associa tion ("AWP CA")

1 6 P URP OS E OF TES TIMONY

1 7 Q What wasyour assignment in this rate proceeding

My a s s ignme nt wa s  to provide  S ta ffs  e ngine e ring e va lua tion of the  s ubje ct Arizona

Ame rica n Wa te r Compa ny ("Compa ny") ra te  proce e ding. In this  ra te  proce e ding, only

one  of the  Compa ny's  dis tricts , the  S un City Wa te r Dis trict ("S un City Dis trict") wa s

include d

23 Q Wha t is  the  purpos e  of your te s timony in this  proce e ding

To present the  Endings  of S ta ff' s  enginee ring eva lua tion of ope ra tions  in the  Company's

S un City Dis trict. The  findings  a re  conta ine d in the  Engine e ring Re port tha t I ha ve



Dire ct Te s timony of Dorothy Ha irs
Docke t No. WS -01303A-07-0209
Page 3

1

2

pre pa re d for this  proce e ding. The  re port is  inc lude d  a s  Exh ib it-1  in  th is  p re -file d

te s timony.

3

4 E NG INE E R ING  R E P O R T

5 Q.

6

Would you brie i]y describe  wha t was  involved in preparing the  Engineering Report

for the  water operation in this  ra te  proceeding?

7

8

9

1 0

11

1 2

13

Afte r re vie wing the  a pplica tion for the  S un City Dis trict, I phys ica lly ins pe cte d the  S un

City Wa te r sys te m to e va lua te  its  ope ra tions  a nd to de te rmine  which pla nt ite ms  we re  or

were  not used and use ful. I contacted the  Maricopa  County Department of Environmenta l

Se rvice s  ("MCDES") to de te rmine  if the  sys tem was  in compliance  with the  Sa fe  Drinking

Wa te r Act wa te r qua lity re quire me nts . Afte r I obta ine d informa tion from the  Compa ny

regarding plant improvements , chemica l te s ting expense  and wate r usage  da ta , I ana lyzed

tha t informa tion. Based on the  da ta , Image  my eva lua tions  and prepa red the  Enginee ring

1 4 Report included a s  Exhibit 1.

1 5

1 6 Please describe the information contained in Exhibit 1.

1 7

1 8

1 9

20

2 1

22

23

24

Exhibit 1  is  the  Engine e ring  Re port for the  ope ra tions  for the  Compa ny's  S un City

Dis trict. The  Re port is  divide d into thre e  ge ne ra l s e ctions : 1) Exe cutive  S umma ry, 2)

Engine e ring Re port Dis cus s ion, a nd 3) Engine e ring Re port Exhibits . The  Discuss ions

s e ction ca n be  furthe r divide d into twe lve  s ubs e ctions : A) Loca tion  o f S ys te m, B)

De s cription of S ys te m, C) Ars e nic, D) MCDES  Complia nce  E) ACC Complia nce , F)

ADWR complia nce ,  G) Wa te r Te s ting  Expe ns e s ,  H) Wa te r Us a ge , I) Growth , J )

De pre cia tion Ra te s , K) Othe rs . The se  subse ctions  provide  informa tion a bout the  wa te r

sys tem se rving the  Sun City Dis trict.

A.

A.
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1 RECOMMENDATIONS AND CONCLUSIONS

2 Q. What are Staff's conclusions and recommendations regarding the Company's

3

4

5

6

7

operations?

l ) Staff recommends that the depreciation rates for Arizona American Company's

Sun City District presented in Figure 6 by National Association of Regulatory Utility

Commissioners ("NARUC") account be used for purposes of this proceeding and on a

going forward basis.

8

9 S ta ff re com m e nds  the  a dop tion of the  Com pa ny's  p ropos e d S e rvice  Line  a nd

1 0

2)

Meter Installation Charges.

1 1

1 2 3)

1 3

If the  Com pa ny's  re que s t to im ple m e nt the Youngtovv9 Fire  Flow Im prove m e nt

s urcha rge  is  a pprove d, S ta ff re com m e nds  tha t the  s urcha rge  be  ba s e d on S ta ffs  cos t

1 4 e s tima te  0f$2,670,602.

1 5
I

1 6

17

1 8

4) Staff recommends existing 3-inch fire hydrants be replaced by a standard size fire

hydrants when repairs to the 3-inch hydrants are needed and when it is economical for the

Company to do so.

1 9

20

2 1

22

23

5) Staff recommends that the Company monitor the water system closely and take

action to ensure the water loss remains 10 percent or less in the future. If the water loss at

any time before the next rate case is greater than 10 percent, the Company shall come up

with a plan to reduce water loss to less than 10 percent, or prepare a report containing a

24

25

de ta ile d a na lys is  a nd e xpla na tion de mons tra ting why a  wa te r los s  re duction to 10 pe rce nt
5\M__,

or le s s  is  not feas ible  or cos t e ffective . Suck a  report s ha ll be  docke ted in this  cas e .

26

A.
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1 S ta ff concludes  the  following rega rding the  Company's  ope ra tions :

2

3

4

5

1) Ma ricopa County Environme nta l Services De pa rtme nt ("MC E S D") has

de te rm ine d tha t this  s ys te m  is  curre ntly de live ring  wa te r tha t m e e ts  the  wa te r qua lity

s tanda rds  required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

6

7

8

9

2) The  Compa ny's  S un City Dis trict is  within the  P hoe nix Active  Ma na ge me nt Are a

a n d  is  in  c o m p lia n c e  with  th e  Ariz o n a  De p a rtm e n t o f W a te r R e s o u rc e  ("ADW R ")

monitoring a nd re porting rule s .

10

11 3) Sun City Wate r has  an approved cros s  connection ta riff.

1 2

1 3 4)

1 4

Sta ff cons ide rs  the  reported wa te r te s ting expens es  and the  es tima ted wa te r te s ting

cos ts  of $9,619 for the  Sun City Wate r Dis trict rea s onable .

1 5

1 6

1 7

5) The  wa te r s ys te m  s e rving  the  S un C ity Dis tric t ha s  a de q ua te  p roduc tion  a nd

s torage  capacity to s e rve  exis ting cus tomers  and a  reasonable  leve l of growth.

18

19 6) S un City Wa te r Dis trict ha s  a n a pprove d curta ilme nt ta riff

20

2 1 S ta ff conclude s  tha t $19,085 of we ll drilling cos ts  re porte d by the  Compa ny we re

22

7)

not used and useful.

23

24 Q- Does this conclude your Direct Testimony?

25 A. Yes , it does .
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EXHIBIT DMH~l

\. Engine e ring Re port
For Arizona -Ame rica n Wa te r
Compa ny's Sun City Wa te r Divis ion
Docket No. W-01303A_07-0209
(Ra te  Increase  Applica tion)

By Dorothy Ha ins

October 15, 2007

EXECUTIVE SUMMARY

Recommendations:

S ta ff recommends  tha t the  deprecia tion ra te s  for Arizona  American Company's  Sun City
Dis trict ("S un City Dis trict") pre s e nte d in  Figure  6  by NARUC a ccount be  us e d for
purposes  of this  proceeding and on a  going forward basis . (See  kJ  of report for discussion
and details.).

II. S ta ff re comme nds  the  a doption of S un City Wa te r propos e d S e rvice  Line  a nd Me te r
Ins ta lla tion Charges . (See  pK of report for discuss ion and de ta ils .)

III. If the  Compa ny's  re que s t to  imple me nt the  Fire  Flow Improve me nt s u rcha rge  is
a pprove d, S ta ff re comme nds  tha t the  s urcha rge  be  ba s e d on S ta ffs  cos t e s tima te  of
$2,670,602 (See pK of report for discussion and deta ils .).

IV. S ta ff re comme nds  tha t e xis ting 3-inch fire  hydra nts  be  re pla ce d by s ta nda rd s ize  fire
hydrants  when repairs  to the  3-inch hydrants  a re  needed and when it is  economical for the
Company to do so. (See pK of report for discussion and details .)

S ta ff recommends tha t the  Company monitor the  wate r sys tem close ly and take  action to
e nsure  the  wa te r los s  re ma ins  10 pe rce nt or le s s  in the  future . If the  wa te r los s  a t a ny
time before  the  next ra te  case  is  grea ter than 10 percent, the  Company shall come up with
a  pla n to re duce  wa te r los s  to le s s  tha n 10 pe rce nt, or pre pa re  a  re port conta ining a
de ta iled ana lysis  and explana tion demonstra ting why a  water loss  reduction to 10 percent
or le ss  is  not feas ible  or cos t e ffective . Such a  report sha ll be  docke ted in this  case . (See
oH of report for discussion and details.)

Conclusions

1 .

Ma ricopa  County Environme nta l S e rvice s  De pa rtme nt ("MCES D") ha s  de te rmine d tha t
this  sys tem is  currently de live ring wa te r tha t mee ts  the  wa te r qua lity s tanda rds  required
by Arizona  Adminis tra tive  Code , Title  18, Cha pte r 4. (S e e  a D for a  dis cus s ion of the
fina ncing.)
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11. S un City Wa te r is  within the  P hoe nix Active  Ma na ge me nt Are a  a nd is  in complia nce
with the  Arizona  De pa rtme nt of Wa te r Re s ource  ("ADWR") monitoring a nd re porting
rules . (See  oF of report for discuss ion and de ta ils .)

IH. S un City Wa te r ha s  10 pe rce nt wa te r los s  which is  within a cce pta ble  limits . (S e e  oH of
report for discuss ion and de ta ils .)

and de ta ils .)

S ta ff considers  the  reported water tes ting expenses  and the  es timated water tes ting costs
of $9,619 for the  S un City Wa te r Dis trict re a s ona ble . (S e e  kG of re port for dis cus s ion
and de ta ils .)

VI. Sun City Wate r Dis trict has  adequa te  production and s torage  capacity. (See  CB of report
for discussion and de ta ils .)

VII. S un City Wa te r Dis trict ha s  a n a pprove d curta ilme nt ta riff.
discussion and de ta ils .)

(S e e  pK of re port fo r

VIII.

v.

W .

$19,085 of we ll drilling is  not us e d a nd us e ful. (S e e  pK of re port for dis cus s ion a nd
de ta ils .).
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New
Well #

ADWR No.
55-XXXXXX

Yea r
Drilled
(19xx)

Casing
Size
(inches)

Well
Depth (ft)

Well
Meter
Size
(inches)

Pump

(HP )

P ump Yie ld
(GP M)

1.1 606529 51 20 900 10 250 1,575
1.2 608176 58 20 1,090 8 200 1,250
2.1 606532 54 20 1,000 12 250 1,025
2.2 606530 48 20 750 12 200 875
2.3 606531 53 16 600 10 125 500
2.4 608177 82 16 1,119 8 250 900
3.1 606528 75 16 1,200 14 400 2,000
4.1 606524 69 16 1,206 10 325 1,250
5.1 606525 48 20 760 12 350 1,340
5.2 606523 54 20 1,000 12 400 1,420
5.3 606522 73 16 1,206 12 400 1,910
5.4 606521 52 20 1,176 12 350 1,320
5.5 606534 74 16 1,215 8 400 1,765
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A. LO C ATIO N O F C O MP ANY

Arizona -Ame rica n Wa te r Compa ny S un City Divis ion ("S un City" or "Compa ny") s e rve s  wa te r
to a pproxima te ly 23,000 cus tome rs  a nd is  loca te d in the  Town of Sun City which is  we s t of the
City of P hoe nix in Ma ricopa  County. Figure  1 de s cribe s  the  loca tion of S un City Wa te r, a nd
Figure  2 de s cribe s  the  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") a re a  of S un City
Wate r.

B DE S CRIP TIO N O F THE  WATE R S YS TE M

The  p la n t fa c ilitie s  we re  vis ite d  on  J une  ll,  2007 , by Doro thy Ha ins , Utilitie s  Eng ine e r,
a ccompa nie d  by the  Colnpa ny's  re pre s e nta tive s , Tom De Young, (Compa ny's  Ope ra tion
S upe rin te nde nt), Bria n  Bie s e me ye r (Compa ny's  Ge ne ra l Ma na ge r), P a ul Li (Colnpa ny's
a ttorney) and Sheryl Hubbard (Company's  ra te  ana lys t).

Svstem Analysis

The  Compa ny's  drinking wa te r sys te m conta ins  s e ve n wa te r pla nts  which cons is t of nine te e n
drinking wa te r we lls  tha t a re  ca pa ble  of producing a  tota l flow of 26,000 ga llons  pe r minute
("GplvI") a nd 7.15 million ga llons  of s tora ge  ca pa city. The  Compa ny a lso ope ra te s  a n irriga tion
we ll. The  wa te r sys tem has  adequa te  s torage  and we ll production. Figures  PA, CB, AC, 3D and
BE provide  a  process  schema tic showing both the  active  and inactive  components  of the  wa te r
system.

We ll Da ta
/

I

1.

Active  Drinking Wa te r We lls



6.1 606526 56 20 1,006 12 350 1,340
6.2 606520 73 16 1,317 12 450 1,820
6.3 574914 99 16 1,200 12 250 1,200
8.1 536983 93 16 1,020 12 250 1,250
8,2 606535 46/52 20 1,000 12 350 1,600
8.3 606536 75 16 1,214 12 500 1,850

Well # ADWR No. Yea r
Drilled

Casing
Size
(inches)

Well Depth

(ft)

Well
Meter S ize
(inches )

Pump

(HP )

P ump Yie ld
(GP M)

30A-N 55-807594 1998 16 N/A 8 125 650

ADWR # Casing
Size
(inches)

Well
De pth

(ft)

Well
Meter
Size
(inches )

Pump

(HP )

Pump
Yield
(GP M)

Yea r
Drilled

Year
disconnected

55-606518 20 910 12 None N/A 1950 2000
55-608175 14 1,050 10 75 600 1947 2002
55-608177 20 1,090 10 200 1,200 1960 2002
55-606533 20 1,000 8 200 1,100 1946 2000

Loca tion Structure or equipment Capacity
Well #1.1 Site Booster Pumps Three 75-HP

Pressure Tank One 10,000 gal
Storage Tank Two 300,000 ga l

Well #2.1 Site Booster Pumps Two 75-HP
Two 100-HP

Pressure Tank One 10,000 gal
Storage Tank Three 300,000 ga l

Well #3.1 Site Booster Pumps One 75-HP
Three 100-HP

Pressure Tank One 10,000 gal
Storage Tank Two 460,000 gal

Well #4.1 Site Pressure Tank One 10,000 gal
Plant #5 Booster Pumps Four 100-HP

Four 150-HP
Pres sure Ta lc Two 10,000 ga l
Storage Tank Two 1,250,000 ga l

A

Arizona -Am e rica n Wa te r Com pa ny
S un City Wa te r Dis tric t
Docke t No.  W-01303A-07-0209
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Active Irrigation Water Well

Ina ctive  or Ca ppe d Drinking Wa te r We lls

Note : 1. We ll #55-606533 wa s  dis conne cte d due  to high nitra te  conta mina tion.
2. We ll #55-60518 which ha s  a  poor production ra te  ha s  be e n disconne cte d a nd conve rte d

to a  ground wa te r le ve l monitoring we ll.

Active  S torage , Pumping

J
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Well #6.1 S ite Booster Pumps Three 100-HP
Three 150-HP

Pressure Tank Two 10,000 ga l

Storage Tank Two 1,250,000 ga l
Well #8.1 S ite Boos ter Pumps One 75-HP

Three 100-HP
Pressure Tank One 10,000 gal
Storage Tank Two 680,000 gal

Loca tion Structure or equipment Capacity
Well #55-608177Site Booster Pumps Two 30-HP

One 40-HP
Pressure Tank One 10,000 gal
Storage Tank One 500,000 gal

One 50,000 gal
Well #55-608175 Site Booster Pumps Two 30-HP

Two 25-HP
Pressure Tank One 10,000 gal
Storage Tank One 570,000 gal

Two 84,000 gal

Diameter (inches ) Ma te ria l Length (feet
18 Various 2,473
16 Various 22,238
14 Various 367
12 Various 220,815
10 Various 121,093
8 Various 241,796
6 Various 817,416
4 Various 159,720

undetennined Various 21,430

Size (inches) Quantity

%x% 19,456
v. 795
1 423

1% 1,611
2 622

3 (comp) 33
4 (comp) 5
6 (comp) 10

I

L
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Inactive  S torage , Pumping

Dis tribution Ma ins

/

Mete rs
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c. ARSENIC

The  mos t re ce nt la b a na lys is  by S un City Wa te r indica te d tha t the  a rs e nic le ve ls  in its  source
s upply va ry from 4 Ag/l to 9 ug/1 e xce pt We ll No. 6.11. Be ca us e  S un City ble nds  wa te r from
We ll No. 6.1 with wa te r from We ll No. 6.2 a nd We ll No. 6.3, the  a rs e nic le ve l in the  ble nde d
wa te r is  be low the  ne w a rse nic MCL be fore  be ing de live re d to cus tome rs , the re fore , S un City
Wate r is  in compliance  with the  new a rsenic MCL s tandard of 10 Ag/l.

D. MAR IC O P A C O UNTY E NVIR O NME NTAL
(" MC E S D" ) C O MP LIANC E

S ERVICES DE P AR TME NT

Ba s e d on a  me mora ndum da te d  Augus t 20 , 2007, from Ma ricopa  County Environme nta l
S e rvice s  De pa rtme nt ("MCES D"), MCES D ha s  de te rmine d tha t S un city Wa te r is  curre ntly in
complia nce . MCES D a lso s ta te d tha t it ha s  de te rmine d tha t the  sys te m is  curre ntly de live ring
wa te r tha t me e ts  wa te r qua lity s ta nda rds  re quire d by Arizona  Adminis tra tive  Code , Title  18,
Chapter 4.

E. ARIZONA CORP ORATION COMMIS S ION (s c Ac c >a l COMP LIANCE

A check with the  Utilities  Divis ion Compliance  Section showed no outs tanding compliance
issues.

F . AR IZO NA DE P AR TME NT
C O MP LIANC E

O F WATE R RESOURCES ("ADWR")

S u n  C ity W a te r is  with in  ADW R 's  P h o e n ix Ac tive  Ma n a g e m e n t Are a  ("AMA"),  a n d
consequently is  subject to reporting and conse rva tion rule s  (GPCD requirements ). The  Phoenix
AMA re porte d  tha t S un  City Wa te r is  in  to ta l complia nce  with  the  ADWR re porting  a nd
conserva tion rules .

G. WATE R TES TING EXP ENS ES

The  Compa ny re porte d wa te r te s ting e xpe nse s  for S un City Wa te r of $9,619 for the  te s t ye a r
ending December 2006.2 S ta ff considers the reported expense reasonable.

l

r

1 According to 2005 annua l Report ("AR"), ground water from Well No. 6.1 conta ined 12 pg/1 of a rsenic which
exceeds  the new arsenic MCL level of 10 pg/L
2 Sun City Water provided this  information in response to Staffs  Data  Reques t #6.3. (See the Exhibit.).



Year Nos. of Customers
2002 21,961 Reported
2003 21,899 RedoNed
2004 22,461 Reported
2005 23,011 Reported
2006 23,041 Reported
2007 23,418 Es timated

ll

4;

Arizona -American Wate r Company
S un City Wa te r Dis trict
Docke t No. W-01303A-07-0209
Page 5

H. WATE R US AG E

Water Sold

Based on informa tion provided by the  Sun City Wate r, wa te r use  for the  yea r 2006 is  pre sented
in Figure  4. The  high monthly wa te r us e  wa s  732 ga llons  pe r da y ("god") pe r conne ction in
Augus t, a nd the  low monthly wa te r use  wa s  403 god pe r conne ction in Fe brua ry. The  a ve ra ge
annual use  was 574 god per connection.

Non-account Wate r

Non-account wa te r should be  10 pe rcent or le ss  and neve r more  than 15 pe rcent. It is  important
to be  able  to reconcile  the  diffe rence  be tween wa te r sold and the  wa te r produced by the  source .
A wate r ba lance  will a llow a  wate r company to identify wate r and revenue  losses  due  to leakage ,
the ft, a nd flus hing. Non-a ccount wa te r for S un City Wa te r wa s  ca lcula te d to be  10 pe rce nt
which is  within a cce pta ble  limits . S ta ff re comme nds  tha t the  Compa ny continue  to monitor the
wa te r sys tem close ly and take  action to ensure  the  wa te r loss  rema ins  10 pe rcent or le ss  in the
future . If the  wa te r los s  a t a ny time  be fore  the  ne xt ra te  ca s e  is  gre a te r tha n 10 pe rce nt, the
Compa ny sha ll come  up with a  pla n to re duce  wa te r los s  to le s s  tha n 10 pe rce nt, or pre pa re  a
report conta ining a  de ta iled ana lys is  and explana tion demons tra ting why a  wa te r loss  reduction
to 10 pe rce nt or le s s  is  not fe a s ible  or cos t e ffe ctive . S ta ff furthe r re comme nds  the  Compa ny
docke t such a  report with the  Commiss ion's  Docke t Control in this  same  docke t.

1. G R O WT H

1
Figure  5  s hows  cus tome r growth ba s e d on the  s e rvice  conne ction da ta  conta ine d in  the
Company's  annua l reports . The  number of cus tomers  increased from 21,961 a t the  end of 2002
to 23,041 by the  end of 2006, with an average  growth ra te  of 290 cus tomers  pe r year from 2002
to 20063. Based on the  linea r regress ion ana lys is , S ta ff e s tima tes  tha t the  Company could have
approxima te ly 24,600 cus tomers  by the  end of 2011. The  following table s  summarize  S ta ff and
the  Company's  projected growth.

Table 2 Actual and Prob acted Growth

3 Analyzing the monthly growth between 2005 and 2006 per linear regression analysis, Staff found that the growth
rate in this area is 17.9 customers per month (equal to 214 customers per year).

2.

1.



2008 23,708 Estimated
2009 23,998 Estimated
2010 24,288 Estimated
2011 24,578 Es tima ted

Yea r Nos . of Cus tomers
2005 23,011 Reported
2006 23,041 Reported
2007 23,151 Es tima ted
2008 23,152 Estimated
2009 23,163 Es tima ted
2010 23,164 Estimated
2011 23,165 Estimated

Meter S ize Current
Charges

(Service line
installation)

Current Charge
(Meter

ins ta lla tion)

Proposed
Charges

(Service line
ins ta lla tion)

Proposed
Charge (meter
ins ta lla tion)

Staff
Recommendation

((Service Line)

I
Staff

Recommendation
(meter installation) '

I
I

i 5/8 x 3/4-
inch

$370 $130 $370 $130 $370 $130

3/4-inchi
I

$370 $205 $370 $205 $370 $205 i

1-inch $420 $240 $420 $240 $420 $240
I

1 %-inch $450 $450 $450 $450 $450 $450

lIcH\
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The  Company has  projected a  lower growth ra te  as  lis ted in the  table  be low:

J . DE P RE CIATIO N RATE S

Decis ion No. 67093 (da ted June  30, 2004) approved the  deprecia tion ra te s  used by Sun City in
this  ra te  proce e ding e xce pt tha t the  Compa ny re orga nize d the  a uthorize d ra te s  utilizing the
Na tiona l Associa tion of Re gula tory Commiss ione rs ' ("NARUC") la te s t pla nt a ccount ma trix a s
presented in Figure  6. S ta ff" s  recommended deprecia tion ra tes  for these  accounts  a re  presented
in Figure  6. S ta ff re comme nds  tha t the  de pre cia tion ra te s  pre s e nte d in Figure  6 by NARUC
account be  used for purposes of this  proceeding and on a  going fowvard basis.

OTHERS

Service  Line  and Meter Ins ta lla tion Charges

The  Company is  proposing to mainta in its  current mete r and se rvice  line  ins ta lla tion charges  tha t
a re  within S ta ffs  e xpe rie nce  of wha t a re  re a s ona ble  a nd cus toma ry cha rge s . S ta ff doe s  not
obi e t to the  Company's  proposa l.

K.

1.

Table  8 Service  Line  and Meter Ins ta lla tion Charges



2-inch
I (Turbo)
g 2-inch
; (Compound)

$580 $945 $580 $945 $580 $945

$580 $1,640 $580 $1,640 $580 $1,640

3 -inch
(Turbo)

$745 $1,420 $745 $1,420 $745 $1,420

I
I
I 3~inch
(Compound

$765 $2,195 $765 $2,195 $765 $2,195

I 4-inch
(Turbo)

$1,090 $2,270 $1 ,090 $2,270 $1,090 $2,270

4-inch
(Compound)

i 6-inch
(Compound

$1,120 $3,145 $1,120 $3,145 $1,120 $3,145

$1,610 $4,425 $1,610 $4,425 $1,610 $4,425

$1,630 $6,120 $1,630 $6,120 $1,630 $6,120

Ov e r  6-in c hi Equal to actua l
tota l cos t of
ins ta lla tion

Equal to actual
total cost of
installation

Equal to actua l
tota l cos t of
ins ta lla tion

Equal to actual
total cost of
installation

Equal to actual
total cost of
installation

Equal to actua l tota l
cos t of ins ta lla tion

u
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Cufta ilmgnt Ta riff

<

(

In De cis ion No. 67093 the  Commiss ion orde re d the  Compa ny to file  a  curta ilme nt ta riff for Sun
City. The  Compa ny file d  th is  cu rta ilme n t ta riff in  Docke t No . WS -01303A-04_0704  on
September 28, 2004.

Cross  Conne ction & Ba ckflow Ta riff

The  Compa ny ha s  a n a pprove d Cross  Corre ction & Ba ckflow Ta riff

Fire  Flow

I

The  Compa ny hire d Brown a nd Ca ldwe ll e ngine e ring firm to conduct a  fire  How s tudy for the
S un City Wa te r Dis trict to a ddre s s  the  fire  flow is sue . The  s tudy wa s  comple te d in Ma y 2005
De ta ils  of the  s pe cific pla nt improve me nts  re comme nde d by Brown a nd Ca ldwe ll a nd the ir
a ssocia te d cos ts  a re  lis te d in the  ta ble  be low. In the  s tudy, Brown a nd Ca ldwe ll re comme nde d
keeping 3-inch tire  hydrants  in severa l a reas  in and a round Youngtown, S ta ff disagrees  with this
recommenda tion. S ta ff re comme nds  tha t a ll e xis ting 3-inch fire  hydra nts  be  re pla ce d by
standard s ize  tire  hydrants  as  needed and when it is  economica l for the  Company to do so. S ta ff
be lieves  tha t because  3-inch fire  hydrants  a re  not s tandard s ize  hydrants , it will be  more  costly to
repa ir than to replace  the  3-inch hydrants  in the  future . In addition, replacement pa rts  for the  3
inch non-s ta nda rd s ize  hydra nt will be  more  difficult to find for ne e de d re pa irs . The  cos t to
re pla ce  the  3-inch hydra nts  would be  cove re d a s  a  routine  ma inte na nce  e xpe ns e . If th e
Compa ny's  re que s t to imple me nt the  Fire  Flow Improve me nt s urcha rge  is  a pprove d, S ta ff
recommends that the  surcharge be  based on Staffs  cost estimate  of $2,670,602 as reflected in the
table  be low

4.

2.

3.



Tim in g Project Description Company 's
estimated Costs

($)

Staff adjusted costs

($)

Ye a r 1 Sun City/Youngtown Pressure Reducing/Pressure
control Valve Modifications

10,000' 10,000'

subtotal 10,000 10,000

Ye a r 2 Commercial area piping improvements - 111"' Ave
south of Youngstown Ave

Install l,050' of 10" main in Grand Ave West to 111"'
Ave

76,230 76,230

|Ins ta ll 272' of 6" ma in in 113 Ave Wes t to Gra nd
Ave

13,763 13,763

Connection 6" main to 10" main in ll I"' Ave 11,000 11,000
Connection 6" main in l 13"' Ave and 113"' Lane 5,500 5,500
Ins ta ll 498' of 6" ma in in 113"' Ave @ Spanish
Gardens

25,199 25,199

Install 775' of 6" main in Tennessee Ave 39,215 39,215
Install 498' of 6" main in Wisconsin Ave 25,747 25,747
Ins ta ll ll fire  hydra nts  in Youngtown Commercia l
Area

60,500 33,000'

subtotal 257,154 229,654

Neighborhood Commercial Piping Improvements
Replace existing 700' of 2"& 4" pipe by 8" pipelines
and connects to existing 6" mains

43,1203 43,120

Ins ta ll four tire hydrants 22,000 1z,000'
subtotal 65,120 55,120

Ye a r 3 Residential Piping Improvement
Replace l,400' of 4" with 6" pipelines in Illinois &
install 6" connections to existing 6" line in I 14"' Dr.

70,840 70,840

Ins ta ll one fie  hydra nt 5,000 3,000
subtotal 75,840 73,840

Ye a r 4 Fire Hydrants onExisting Piping
Install 56 foe hydrants 280,000 168,000"

Subtotal 280,000 168,000

Fire hydrants with New Piping
Install l5,271' of 6" pipelines for tire hydrants 702,466 702,466
Install 45 fie hydrants 225,0002 135,0003

Subtotal 927,466 837,466

Sun City Residential Piping Improvement
Replace 5,200' of 4" with 6" pipelines  in Cherry Hills
Dr.

263,120 263,120

4
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Ta b le  9 Fire  Flow Improve me n t P ro je c t

f
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Install 3 fire hydrants 111 Che1Ty Hills Dr. 15,000 9,0003
Replace l,400' off" with 6" pipelines in N Pebble
Beach Dr.

70,840 70,840

Install 1 fire hydrant in Pebble Beach Dr. 5,0002 3,0003
Subtotal 353,960 345,960

Sun City Fire I-Iydrants on Existing Piping
Install 52 foe hydrants on existing pipelines 260,000 156,0003

Subtotal 260,000 156,000

Sun City Fire Hydrants with New Piping
Install 14,197' of 6" pipelines for ire hydrants 653,062 653,062
Install 23 fire hydrants 115,000 69,0003

Subtotal 768,062 722,062

City of Peoria Piping Improvement
Replace l,250' of 6" pipeline with 8" pipelines
connecting Paradise MHP on Union Hills Dr.

77,000 77,000

Loop 6" pipeline in north part of Paradise MHP 5,500 5,500
Subtotal 82,500 82,500

To ta l 3,080,102 2,670,602

Arizona -American Wate r Company
S un City Wa te r Dis trict
Docke t No. W-01303A-07-0209
Page 9

Notes l. This plant improvement project was completed in 2005 and was determined to be used and
useful at the time of Staff inspection.
2. The unit cost is $5,000. Staff recommends a unit cost of $3,000.
3. Based on the Main Extension Agreement projects submitted by the Company in 2007, the unit
cost of fire hydrant is in the range of $1,200/unit to $3,000/unit. Therefore, Staff believes that the
Company's  proposal of $5,000/unit is  too high, and believes an adjustment to $3,000/unit is
warranted.

Issues  Found In the  Fie ld

a . S ta ff found tha t four pa rce ls  of land purchased in 2004 a t a  cos t of $916844 were  not
us e d a nd us e ful to the  Compa ny's  provis ion of wa te r s e rvice  a t the  time  of S ta ffs
inspe ction. S ta ff unde rs ta nds  the se  pa rce ls  we re  not purcha se d for use  by the  Sun
City Water Dis tricts  and had been transfe rred to the  Agua  Fria  Water Dis trict.

b. $204,232 of communica tion equipment purchased in December 2003 is  not used and
use ful to the  Company's  provis ion of wa te r se rvice . S ta ff understands this  equipment
wa s  purcha s e d a nd is  be ing utilize d for the  S ie rra  Monta na  boos te r s ta tion in the
Agua  Fria  Wate r Dis trict6.

4 Four expenses of $24,725, $309, $12,208 and $56,442 were spent for land purchases in September 2004, October,
2004, November 2004 and December 2004. (See the Exhibit.)
5 See the Company's Response to DR #DHI .5. (See the Exhibit.)
6 See the Company's Response to DR #DHI .9. (See the Exhibit.)

5.
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Arizona -American Wa te r Company
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Docke t No. W-01303A-07-0209
Page 10

S ta ff found  tha t two  pa rce ls  o f la nd  purcha s e d  in  2003  a nd  2005  a t a  cos t o f
$l48,l307 we re  not use d a nd use ful to the  Compa ny's  provis ion of wa te r s e rvice  a t
the  time  of S ta ffs  inspection. S ta ff unde rs tands  tha t this  land was  purchased for the
Sie rra  Montana  booste r s ta tion which is  loca ted in the  Agua  Fria  Wate r Dis tricts

d. $l9,0859 pa id to La yne  Chris te ns e n Compa ny for ins ta lling We ll No. 55-602967 is
not use d a rid use ful to the  Compa ny's  provis ion of wa te r se rvice . S ta ff unde rs ta nds
tha t We ll No. 55-602967 is  re gis te re d to the  US  De pa rtme nt of Inte rior Bure a u of
Land Deve lopment ("BLM") and is  loca ted in Santa  Cruz County.

7 Two expenses of $228,968 and $12,846 were spent for land purchased in December 2003 and October 2005. Four
expenses of$24,725, $309, $12,208 & $56,442 were bookkeeping errors. (See the Exhibit.)
8 See the Company's Response to DR #DH1.12 and DR #AH 1.15. (See the Exhibit.)
9 Refer to invoice # 10814267 from Layne Christensen Company dated March 20, 2006. (See the Exhibit.)

c.
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FIGURE 1

S UN C ITY WATE R  DIVIS IO N C E R TIF IC ATE D AR E A
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FIGURE 2

LO C ATIO N O F  S UN C ITY WATE R  DIVIS IO N



7-12-07
Arizona American Water Co. Sun City Water Systems

(PWS #07-099)

I

Ln-1-1CAN2°
GN -1m

>

4:*u"rJ

38
3558
gnnn..

885
U\rnn

s<~=82385'
8

'Dorree 75 -HP pumps
Plant #1 siteTwo 300,000 gallonStorage tank

I
I I a

I
l

Well #Ll (DWR # 55-606529) drilled in
1951, 900  ̀well depth, 1,575 rpm, 20"
casing, 300-HP 8" meter

>l
I

Cllinj action

410,000 gal Pressure tank

'I
/

I TI l
t

>I I
I I I 4 Cl, injection

10" meter,replaced in 2006

W ell #LZ Site

W ell #1.z  (DW R #55-608176)

drilled in 1958, motor replaced in June

2007.  l,090 '  well depth, 1,250 rpm, 20"

casing, 200-HP

Well #4.1 Site
l,206' well depth 1,250 rpm,
Well #4.1 (DWR #55-606524 drilled in 1969)

16" casing,325-HP,
nature gas engine, motor repaired in 2003

l I
l I

10,000 gallon
pressure tank>

\I
10" meter

t
/
\

Cl, injection

Plant #3 Sitela" melter
Clz injection

4> >I
l

l
I \10,000 gallon

pressure tank

Well #3.l (DWR # 55-606528) drilled in
1975, l,200' welldepth,2,000 rpm, l6"
casing, 400-HP Four 100-HPpumps

Two 460,000 gal storage tanks

Arizona -American Wate r Company
Sun City Wa te r Dis trict
Docke t No. W-01303A-07-0209
Page 14

FIGURE PA

S UN C ITY WATE R  DIVIS IO N S YS TE MATIC  DIAG R AM
FOR EXIS TING S YS TEMS
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7-12-07
Arizona American Water Co. Sun City Water Systems

(PWS #07-099)

I

w

Customers in South
Pressure Zone (low
pressure Zone) &
Plant #5 & Plant #6

T vo l00~HPpumpsThree 300,000 gallon
Storage tank

Plant #2 Site
I L-1Well #2.1 (DWR +I 55-606532)

drilled in l954_ l,000' well depth,
1,025 rpm, 20" casing, 250-HP

la" menu 6 l
/l

>l

I

Two 75-HP pumps
Cl, injection 10,000 gal Pressure

tankl1 l
Cl, injection

Cl, injection 4

A new mobile home
(office use) and Mol
shade are used and
uselixl.

lt

I
l

P

w
I l

I I Well #Z.2 Site
>

Well #21 (DWR # 55-606530)

drilled in 1948, 750' we" depth,

875 rpm, 20" casing, 200-HP,
underground well head

' lime dev ice for f i re  f low

control t o  the  Youngtown i s

located in this  s i te  and i t  had

be  modi f i ed.

IO" motor

I I
I I >

Well 2.3 Site

W ell #23 (DW R4 S5-606531)

drilled in 1953, 600' well depth,
500 rpm, 16" casing, 125-HP,

B" meter
Well 142.4 Site

>I
I

I
I

Well #2.4 (DWR #55<608177 drilled in 1981)

l l l9 `  we ll depth,  900 rpm,
18" caslng_ 250-HP W ell installed in 2006 New plan!

items such as well meter, well,
control panel, fence & site are used
and useful, The well s ite is

donated by Town of Youngstown.

Arizona -American Wate r Company
Sun City Wa te r Dis trict
Docke t No. W-01303A-07-0209
Page 15

FIGURE CB

S UN C ITY WATE R  DIVIS IO N S YS TE MATIC  DIAG R AM
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7-12-07Arizona American Water Co. Sun City Water Systems
(PWS #07-099)

we'

>

o

8 89
4 m m

=3 a 3
N no
s 3 5

p a_..use

'u *-o
3 - 9fu inm 8 -»: .- o

-1pa iv 3
N N
o o "'.g u ::

a cm
_ 9
E 9

>

Plant#6 Sitethree. I00-HP JL three 150-HP pumps

10,000 gal
Pressure
tankI'I

I
I
I

I
I I>

Well #6.1 (DWR #55-574914)
drilled in 1999, 1,200' well
depth, 1,200 rpm, I6" casing

250-HP, IN" meter

I
I

I
I

Two 1.25 MG storage tankt tE

10,000 gal
Pressure
tank >Q

:
O
"QD

..$'
U I

I
I
I I

\
l

12" meter

I I
I I >

5,000 ga l

Pressure

banktW ell #6.2 (DW R #55-606520)

dri lled in 1973, l , 3 l7 `  we l l depth,

1,820 rpm, 16" casing, 400-HP

C12 in_le¢:tion

W ell #61 Site

I>
8" meter

L-t-H Wet well g
> O

Coyote Lake Well (DWR H 55-
807594) drilled in I998_ 360' well
depth, 650rpm, l6" casing, 125-
HP

005¢8~3_.
a9.°§
m a .

> gr
:

m gQ T
2 3
-v=_£'§

Well was down for
repair work, it is
running DOW

I»

Well #6.3(DWR #55606526) Cl injection
2

drilled in 1956, l,006' well depth,
1,340r pm, 20" casing, 350-HP

I I
I I > 5,000 gal

Pressure
tank >

IZ" meter

Well #6.3 Site

Arizona -American Wate r Company
Sun City Wa te r Dis trict
Docke t No. W-01303A-07-0209
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FIGURE AC

S UN C ITY WATE R  DIVIS IO N S YS TE MATIC  DIAG R AM
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7-12-07
Arizona American WaterCo. Sun City Water Systems

(PWS #07-099)

Customers in North Pressure Zone
(highpressure zone

Plant #8 Sitedire: l00-HP & one 75-HP pumps
T wo 680,000 gallon storage tankWell #SJ (DWR # 55-536983)

dri lled in 1993, I,020' well depth,
1,250 rpm, l6" casing, 250-HP

I

12" meter

II
I

I
l>I

I

ICl, injection t t
10,000 gal
Pressure
tank6 >

I
I

Well #81Site

I
I I I

12" meter

\
2 t

Cl, injechnn

>(
Well #81(DWR # SS-606535)
drilled in 1952, l,000' well depth,
],600 rpm, 20" casing, 350-HP

Well #as SiteCl, injeaxion

l2 " motor

| I
I I 1>

5.000 gal
Pressure
tank

Well #8.3 (DWR # 55-606536)

dri lled in 1975, l,2 l4 '  well depth,
1,850 rpm, 16" casing, 500 HP Well is out of service due to

well rcpainng, casing was
removed.

llllll

Arizona -American Wate r Company
S un City Wa te r Dis trict
Docke t No. W-01303A-07-0209
Page 17
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7-12-07
Arizona American Water Co.Sun City Water Systems

(PWS#07-099)

>

nag,*
1=.*°°
84
35;
Ag==
833;
P88

Q-:*

Plant #5 Site

41:9 4: 0
m
»-»

: N N

Two on-site generators
(ZOO KW & 500 KW were
instadlcd in l l/04), SCARDA
& new mobile home were
installed

four I50-HP & four 100-HP pumps
10,000 gal
Pressure
tank I

2~=8m 9
-cs Egra m ;

r-v 3
888;A*R°o::

3 8 5I,T
I

I
I

I
I

I

I
I
|

+
I

I
I )10,000 gad

Pressure
tankITwo 1.25 MG storage tank Il

I
l
I

I
I

I.

Well #SJ SiteWell #5.1 (DWR # 55-536983)

drilled in 1993, l,020` well depth,
1,250 rpm, l 6" casing, 250-HP

l 2" inner

I
II

II t
Clzinjeclion

> (

Well #S.4 Site

i
Clzinjection Well I4s.4 (DWR xv 55-606521)

drilled in 1952, l l76' well depth,
1,3Z0 rpm, 20" casing, 350-HP

I 1
l I

5,000 gal
Pressure
tank

la" meter

Well #5.S (DWR # S5-606534)Well #5.5 Site
enclosure Cllinjeclion drilled in 1974, 1,215' well depth,

1,765 rpm, 16" casing, 400-H]'

I l1

I I
l" HICIIJ

5,000 gal
Pressure
tank

Well #51 SiteWell #51 (DWR # 55-606523)
drilled in 1954, 1,000' well depth,
1,420 rpm, 20" casing, 4008? \

I l
l I

5,000 gad

Pressure
lank t>

IZ" meter
Clzinjection

Well H53 Site

Cl, injection

>

Well #53 (DWR »v S5-606522)
drilled in 1973, l,206' well
depth, 1,910 rpm, 16" casing,
400~HP

O i
12" meter

5,000 gel
Pressure
tank >

l I

I'll l
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FIGURE BE

S UN C ITY WATE R  DIVIS IO N S YS TE MATIC  DIAG R AM
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Az-American Water Co. Sun City Water District (Inactive System)

Well 18c-1 Site

Disconnected in 2002

570,000 gallon

I| I

I I 1
n

Well #18c-1
(DWR #5560Bl 75)
1n5mn8a in 1947
14" casing, IOSEP' d:cp
7S~HP, 600 GPM
10" mclcr

Two 84,000 gallon swragr: tanks
T\vU 30-HP
Two 25 -HP
Booster pumps

Well 4B Site

Disconnected in 200Well #CB
(DWR #55-60518)
Inslallcd in 1950
20" casing, 910' deep
12" meter

>

Well 17A Site

Disconnected in 2000

Well »leA
(DWR#33-60527)

v

10,000 gallon pressure tank*I

Backup gcneralor

Well 33B Site

Disconnected in 2000I I I I

Well #338
(DWR #55~606533)
lnslalled in 1946
20" casting, I000' deep
8" meter

Well 19C Site

Disconnected in 2002
I 500,000 gallon

Two 30-HP
One 40-HP
Booster pumps

I

u.9
oco
us8

Well # loC
(DWR as5608 l77
Installed in 1960 &
capped in 2002
20" casing, l090' deep
200-HP, 1200 GPM
l " meter

I
I

10 ,000  ga llon pressure  tank

Arizona -American Wa te r Company
Sun City Wa te r Dis trict
Docke t No. W-01303A-07-0209
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FIGURE OF

S UN CITY WATE R DIVIS IO N INACTIVE  S YS TE M P RO CE S S  S CHE MATIC
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FIGURE 4

S UN CITY WATE R DIVIS IO N WATE R US AG E
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Actual & Projected Growth In Arizona Ame rica Company Sun City

District Water CC&N Area
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i
!

*NARUC
Ac c t #

Depreciable P lantCompany's
Account #.

Rate (%) Sun
City Water
proposed

1 301

304

I

301000 Organization 0
302000 Franchis es 0

303200
303300
303500
303600

La nd & La nd Rights
Land & Land Rights  SS
Land & Land Rights  P
Land ac Land Right TD
La nd & La nd Right AG

0
0
0
0

304100
304200
304300
304400
304600
304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Structure & Improvement office
Structure & Improvement Misc

2.50
1.67
1.67
2.00
4.63
1.67

3051
i 305000 Collection & Impounding reservoirs 2.50

Staff
Recommended

Rate (%)

0

0

2.50
1.67
1.67
2.00
4.63
1.67

302
303

0
0

2.50
1.67
1.67
2.00
4.63
1.67
2.50I

307 307000 Wells & Springs 2.52 2.52
310 310100 Power Generation Equip Other 4.42 4.42

4.00

311
311200
311300
311500

P um ping Equipm e nt
Pump Equipment Electric
Pump Equipment Diesel
Pump Equipment Other

4.42
5.00
5.01

320
320100

Wa te r Tre a tm e nt
Water Trea tment Equipment Non-
Me dia

4.00

330
33000

Distribution Reservoirs &
Standpipes

Distribution Reservoirs & Standpipes
1.67 1.67

!

I
!

331
331001
331100
331200
331300

Trans m is s ion and Dis tribution
TD mains  not class ified by s ize
TD mains  4-inch & les s
TD mains  6-inch to 8-inch
TD mains  10-inch to 16-inch

1.53
1.53
1.53
1.53

1.53
1.53
1.53
1.53

I
1I333 333000 Services 2.48

334
334100
334200

Me te rs
Meters
Meter ins ta lla tions

2.51
2.51

I2.51
2.51

335 335000 Hydrants 2.00 +2.00
6.67336 N/A Backflow Prevention Devices N/A

339
339100
339500

Othe r P la nt & Mis c  Equipm e nt
Other P/E Intangible
Other P /E TD

0
2.00

0
2.00

I
i
f

4,59
4.59

r
I

340
340100
340200

Office Furniture & Equipments
Computer & perish equipment

4.59
4.59

Arizona -American Wate r Company
SUn City Wate r Dis trict
Docke t No. W-01303A-07-0209
Page 22

I

FIGURE 6
DEPRECIATION RATES FOR WATER SYSTEMS
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341V
I

341100
341200

Tra ns porta tion Equipm e nt
Transporta tion Equip, Lt Duty Trucks
Transporta tion Equip, heavy Duty
Trucks

25.00
25.00

25.00
25.00

Ii
1

342
I
I
I

342000 Store Equipments 3.91 3.91

3.71

343I 343000 Tools Shop & Garage Equipments 4.02
344 344000 Lab equipments 3.71

I 345 345000 Power operated equipments 5.20 5.20 1
346

I

i

i

346100
346300

Communication Equipments
Communication Equip non-telephone
Communication Equip Other

10.30
4.93

r

I
10.30
4.93

IW

Arizona -American Wa te r Company
S un City Wa te r Dis trict
Docke t No. w-01303A-07-0209
Page 23
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Address'

Title:

Company Response Number:

Response provided by:

cor.1pAr4y=
DISTRICT:
DOCKET NO'

AR1zQna=» AMER1Cu4N WATER QQMPAW
SU.N car WATER l:II3TRlcT
WS~01:a0aA4a74120s

~Séhior Financial Analyst

DH1.s

19820 n_ 7*" street, Suite
201 Phoenix. A285024

Linda.J. GLltow5.ki

» Rsisgericeti Se>h§dule .54 the C0u!n.ar1y .that f9*4r P8i'¢-'slabf.land have
telkédi $24,725 (in SepfteMbér 2004), $§09l(in Qélnbei 2904), $12,208 (in

Novembér 2094). and $58,442 '(in December2004) and $60 (in Deeamber 2003).
Duriiig 'the field lisps¢Hon, the CoiripanyS Fink#SmU' could lgqt pglixfout the
lccatbn of these land parcels. Please prowde a description ofthnse parcels and
theirlocaliurn

¢
• 'Everything but the$60 Defcember 2008 items are transfers not The

trgnsfersatn' WM thesiena Montana land for AgUa Fria Plant
#8and well # B.1 located -between Waddell and Gneenwaty on 17941 AveNUe.
These transfers move land from the.sun Ci£y~Waher business unit to the
Agua Fria.W¢8tér biisineéwnit

The retiwénients thatiotdl (560) are 6 parcels of land around wells-at$ W ) e M .
Thisland Was the landérbund wens"1nat~deve1opers. and'thé~C6Unty
~sald was worth $10. The descriptions on the books for thevarinus plots arleé

I

A

Q

Ret Gneenwa4¢Rd Plant
w m & p ¢ r w ' 4 m . w e n

pn
8;vaq1199.N

.Avgwei.35c
R81Happy Trail$Water Pit



CGMPANY:
DISTRICT:
DOCKET NG:

AR1ZONA AMERIQAN WATER
SUN EITYWATER Bls1RIQT
WS-0:1

COMPANY

.Response provided by: Linda J. Guiowski

Title : seniorF.inan¢ial Ar\3IY5t

Address: 19820 7"' Suite 201
pho¢nix,Az 85o24

Company Response Number: DH"1.9

e Co .F?§!W' me 1186 UU F99
December been spent nm 9°rf1rr lun. ié8t l  n

Field Staf f  Indie-:ated Wat the Cczmpany is
` cation

not

.R9f9t¢"I"98
2003) and :
.é4uipm9!1L
eqwpQ¢d
'the .

B'"2£ sue QOll'l}58i1¥i l:9P9l1U&UI $294,232 (FI I81§.¢@!Iih€f
$45,119 [in Deeemnmw 66)

F444 swf any is
SGADP4 ihe.Gbl'niiany still relies on radio w1'¢iriHif>t

Flé§é pp¢vid¢ 3 copy erfyaur lnvqiceg regarding these purbhasihg.

The $204,232 Iii [88Ge!'nber.20U3 was for the Sierra
WQrk 6r88r. éiriiil transfeméd tb. Agua" Fria Water DISWM awfirst it* was

Sun Water District Qenerato {09/055ar\d fl'Qm, there 4 Moa
Fria.WéiEr Corhmunibalionf Equipment (09105) Almost ail Qf§th3t money

T81 and EfigiI18érinQ Overhead. Tiiém are no invoices.

Th8.$45;119.1w8s spent on wrack aiders, #sOow113W for the SC Well
#5Q082620WT¢r ReplaQe'Locl4s iN SG System. Attariheéi 'is a

Scan .Qian Weber Graull. for Cprrinuniéatiqrl 'for
Giiv Well 1,4 ReplaceMent far .§s8=_44=4.60. Also, auaetxed are Z~*inv¢»i¢es

frQm¢ .8 I 'Asia security I n c .  f o r w M Q Q ,

f

A

I
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COMPANY:
ISTRICT:

DQCKET NO:

Anlzowg AaaEF¢|cAnWATER
s un WAVER aIs1=R1cT

a03A~01-020@

Response provided by: Linda Gutowski

Title: Senior Financial Analyst

Address: 19820 N Suite am
Phoenix, 85024

Company Response Number: All 1.15 - 2"" Response

Q~ staff has highlighted oerhilili plant addnkans.. adiustménté
'depicted on C6f11P@Hy Schedule- B=2, pages 827. Far' 'plant awbunt
identified for each month. pleaseprovide the following infamiafivn;

1. Aschedule-sjhowazirmg. a breakout of plant additions, netiranents arid
adiustrnents from the aggregate. amount for eadw .Irish for the plight

.avaunt idé!1I1ili1B\2l in the attached schedule (MCD)-

r

2. Proillde supporting documentations, such as Invoices qt work Qrgler,
evidencing.the p¢>st¢dfF8I\sa;;tion for each plant for
each Month. Please separately pmwlde supporting §1oci1melhtati6rifar
additiQrls, retirerrients iid adjustments.

"A: The Commission Staff Mr. Alexander Iggie came to the' 'Corporate Of
. .-the Rf August 27" for an on-.-awe audit of' the sunponing

d. Ntemems. nd- 8<3iU3#1U 9i1t$;= Inihe
¢uutse,d"1he .mm ha Gnmpany ana- Mr. lame agne=e4 to.-seweral adi4sitl'i1enis =to be
=made to=tne books, =as follows:

ArMone4Amelican the bf . fo. an
doGlirr\¢I\!ii6en on his requested list off-additions,..retiteiriénts, genii

It, .

Jan:2002- remeve($408,639.&5} from 397040 Wells & Spring; anqmove to
.AIM 194000 Plafii Held fol'°.Fl-wTB

Jan 20o2 (Ag a;594)ifnirH 320100 water Treatment Equiiamenf
.,lan.20@29 retire l$a1Q,215) from 330000 Distribution l%eséntOil& pipes

Sl<erl1aMoITtana Sultrbiise bel9n9s in theA943 Fria Water . .
8 . Was'~made. and ;1b9 .plant charged .w Son am! later

mailedtb Agua Sim City*Water arefha eftbréiiltéi
mm maldeinvolving we one Pf°ie==f- All afihem

Air. 4111062"39§..~ ~xr- Land Rights Pumping

$228i967i92.
01/21184
08117104
08z1wQ4

$228.987.92
.'($228,9'57.92)

r

.[$228,967.92)

D
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COMPANY:
DISTRICT:
,rocKET NO:

114\RlZ~ Amenlcsw WATER SOMF¢ANY
s un vvATEn nlsrmlev

3®A417-9299

Response provided by: L-|.|"|d8 JQ Gutowski

Title' .SeniQ¥ Fil'l8NG*i3l.AN8ly3t

Aéldress: 19820 N. 7"' Street, Suite 201
Phoenix, 85024

Company Response Number: ~1:>H 1- 12

Q» 18§¢f¢\€ef1°e 1 6 4 2 , f é rm rte i i  $228 ,868  nit  De¢e=ni.bér
2003) and $12,846 (in 8ctaber 20B5) was .spank on land punchalslng. "Plbase
nré¥i¢.e amp? of the Nu.mha$ina'lnyQi¢es and indin6\1iQn of the.land..locatlQns.

9A All'ofihis land has to do Sierra~MQntana Booster $ia8on ftrtlie AgUa..Fl*ia
waler~District and héfrarisfewed to that district.
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COMPANY:
DISTRICT:
DOCKET NO'

14MER|§3l§N wAa°Ef=z ¢ompAn§r
sun GITYW ATEREIISTRIGT
W$0.13g3A:Q7.g29g

Response provided by: Linda Gutowski

Title: Senior FinanciaIAnalyst

Address: 19820N7* Suite am

company Response Number: All 1.15 -2"'I Response.

1!19494

10fQ5105
PQ§tTY E
01831197

la 24.7824-55)
($. -.309,1§)

1.2;2D8.43)
(St 5§8442;12)

~$ 12,a4e.41
try .to *Iii the lastSéweralentriés*

$ 80583T.36

The coraest baianee thatshould be -inaoaaon eve;y month in $8~.45S29. There°w~ere no
additions to Land & liard Right Pumping in Sun Gity Water in this timeffémé.

¢

Account 1610023310190 - Power'Geherr5ition Equip other
12105/03 $421,791.98
93124194 $421,791..98
01/21104.
09199/Q5
89/09m5
9182/05

((3g1,,791.98)
219131.-M

$204i232427

net effect iS zero. iIJSt timing differences.

Account. 1
12105/03
01/21/04
01/21194
09112705

01082348300 9 Communication Equip
$2D4;232+27"
829423221 ,..

v ~s~23227)
($204:232;277

Net effect iafzemi iusl timing difI'erences.

III I IIIIII

1
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COMPANY:
DISTRICT:
DOCKETLNO:

Aiguzomr Am.gRI1:ao»n WATER GUM
SUN CITY WATER Q.l$:l'}RIgT
ws¢40=1aoaA4;>1-n2wL

"Response provided by: Sheryl L. Hubbard

Title: Senor RaleAnalvst

Address: 19329 .N. 7""Sil'e¢§¢ Suite 201

Company Response Number: DH 6.3

v
» In the4Gompa=nyf5 la§1Taté casé'{2002);-the §J6thpaI1¥ only reuuesm 86,878

arialyéis whi¢h approved. If Me Pr9posed -¢:héri1ical £931
expenses érewbh higher H1§n.$6.§7&»pl¢ase exnla'm wliat caused It

Ihé . lab 3096 whaled $9,619 forthé Sun.CHy district.
Plealsesee attadledispreadsheet1'Qr.detalls .QT Qouc!!-I¢ted.and aa:-»0.<>i3te¢$
caoéis.

r
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Commissioner
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Commissioner
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY _. SUN CITY WATER DISTRICT

DOCKET NO. W-01303A-07_0209

Two issues will be addressed in Staff witness, Dorothy Hairs' Surrebuttal Testimony:

Fire Hvdrant Replacement Cost In Developed Areas
Since the fire hydrants that are to be replaced are located within the same construction
areas as the lines, the restoration costs included for line replacement and repair should be
adequate to cover fire hydrant installation as well. Staff still recommends its downward
cost adjustment for fire hydrant installation of 0.41 million dollars. However, Staff has
not made a determination of the capital improvements as "used and useful" at this time,
but defers this detennination until the Company files its next rate application.

Non-account Water
The water loss in the Company's Sun City System is at 10 percent which is acceptable.
Staff does not recommend any specific reporting at this time. If the water loss at any
time before the next rate case is greater than 10 percent, the Company shall come up with
a plan to reduce water loss to less than 10 percent,  or  prepare a report containing a
detailed analysis and explanation demonstrating why a water loss reduction to 10 percent
or less is not feasible or cost effective. Staff has no objection to the Company suggested
water usage form. Staff agrees with the Company that it use its annual report to track
water loss, as long as water usage data is reported on an individual system basis in the
Company's annual report.

r

1.

2.

111-1



NON-ACCOUNT WATER ..

FIRE HYDRANT REP LACEMENT COS T IN DEVELOP ED AREAS  -4

INTRODUCTION .

TABLE OF CONTENTS
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S urre butta l Te s timony of Dorothy Ha irs
Docke t No. W-01303A-07-0209
P a ge  1

1 INTRODUCTION

2 Q. Please state your name and business address.

3

4

My na me  is  Dorothy Ha irs . My bus iness  addre ss  is  1200 Wes t Washington S tree t,

Phoenix, Arizona 85007.

5

6 Q-

7

Are you the same Dorothy Hairs who has previously filed testimony in this Arizona-

American Water Company ("Company") Sun City Water rate proceeding?

8 Ye s .

9

1 0 FIRE HYDRANT REP LACEMENT COS T IN DEVELOP ED AREAS

1 1 Q- The Com pany argues that Staf f 's est imated fire hydrant  cost  i s too low because

12

1-3

construction will take place in developed areas and the Company will incur

After reading

14

1 5

addit ional expenses for restorat ion. the Company's Rebut tal

Testimony, does Staff change its position' Please explain.

No. Staff agrees that additional costs will be incurred for restoration when construction

1 6

1 7

1 8

1 9

20

21

ta ke s  pla ce  in a re a s  tha t a re  a lre a dy de ve lope d. In this  ca s e , howe ve r, the  a dditiona l cos t

of re s tora tion ha s  be e n a ccounte d for a nd is  a lre a dy include d in the  line  re pla ce me nt a nd

re pa ir cos t e s tima te s . S ince  the  fire  hydra nts  tha t a re  to be  re pla ce d a re  loca te d within the

s a me  cons truction a re a s  a s  the  line s , the  re s tora tion cos ts  include d for line  re pla ce me nt

a nd re pa ir s hould be  a de qua te  to cove r fire  hydra nt ins ta lla tion a s  we ll. S ta ff be lie ve s  tha t

the  re s tora tion cos t would be  ove rs ta te d if the s e  cos ts  a re  a ls o include d in the  cos t e s tima te

22

23

24

25

for fire  hydra nt ins ta lla tion. The re fore , S ta ff s till re comme nds  its  downwa rd cos t

a djus tme nt for fire  hydra nt ins ta lla tion of 0.41 million dolla rs . Howe ve r, S ta ff ha s  not

made  a  de te rmina tion of the  capita l improvements  as  "used and useful" a t this  time , but

defers this  determination until the  Company files its  next ra te  application.

26

f
A.

A.

A.

al III
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S urre butta l Te s timony of Dorothy Ha irs
Docke t No. W-01583A-04-0178
Page 2

1 NO N-AC C O UNT WAT E R

2 Q-

3

Did Staff recommend that the Company docket its water loss report in a scheduled

filing in the Staff recommendation? Please explain.

4 No . The  wa te r los s  in  the  Compa ny's  S un  City S ys te m is  a t 10  pe rce n t which  is

5

6

7

8

acceptable . The re fore , S ta ff doe s  not re comme nd a ny s pe cific re porting a t this  time .

Howe ve r, be ca use  the  wa te r los s  should be  a t 10 pe rce nt or le s s , the  Compa ny should

monitor the  wa te r sys te m close ly a nd ta ke  a ction to e nsure  the  wa te r los s  re ma ins  a t 10

pe rce nt or le s s  in the  future . If the  wa te r los s  a t a ny time  be fore  the  ne xt ra te  ca s e  is

9

1 0

11

grea te r than 10 pe rcent, the  Company should come  up with a  plan to reduce  wa te r loss  to

le s s  tha n 10 pe rce nt, or pre pa re  a  re port conta ining a  de ta ile d a na lys is  a nd e xpla na tion

de mons tra ting why a  wa te r los s  re duction to 10 pe rce nt or le s s  is  not fe a s ible  or cos t

1 2 e ffective .

1 3

1 4 Q.

1 5

Does Staff Lind the form that the Company proposes to use to report water usage

data for the Sun City System acceptable?

1 6 Yes. S ta ff has no objection to the  Company suggested form.

1 7

1 8 Does Staff agree thatthe Company should useits annual report to trackwater loss?

1 9 Yes. As  long a s  wa te r us a ge  da ta  is  re porte d on a n individua l s ys te m ba s is  in  the

20 Company's  annua l report.

2 1

22 Q- Does this conclude your SurrebuttalTestimony"

23 Ye s , it doe s .

1

r

r

A.

A.

A.

Q.

A.
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY 1. SUN CITY WATER DISTRICT

DOCKET no. W-01303A-07-0209

On April 2, 2007, Arizona-American Water Company-Sun City Water District ("Sun
City Water District" or "Company") filed an application for determination of the current value of
its utility plant and property and for increases in its rates and charges. The Company asserts that
its proposed rate increase is necessary to reflect increases in cost of service since December
2001, the test year end in the prior rate proceeding.

Sun City Water District provides water service to approximately 23,000 customers in the
towns of Sun City and Youngstown. Its current rates and charges were approved by the Arizona
Corporation Commission ("Commission") in Decision No. 67093, dated June 20, 2004.

The Company is proposing revenue requirement of $9,933,291 an increase of $2,244,778
or 29.20 percent over its reported adjusted test year operating revenues of $7,688,479 The
Company's proposal results in an operating income of $2,071,759 or a rate of return of 7.98
percent on its adjusted Original Cost Rate Base ("OCRB") of $25,961,898

Staff recommends revenue requirement of $9,518,830, an increase of $1,830,351 or
23.81 percent over its adjusted test year operating revenues. Staffs recommended revenue
requirement is $414,427 less than the Company's proposal. Staffs recommendation produces an
operating income of $1,872,660 or a rate of return of 7.40 percent on Staffs adjusted OCRB of
$25,306,214.

l



Dire ct Te s timony of Ale xa nde r S ha de  Iggie
Docke t No. W-1303A-07-0209
Page 1

1 INTRODUCTION

2 Q Please state your name and business address

My na me  is  Ale xa nde r S ha de  Iggie . My bus ine s s  a ddre s s  is  1200 We s t Wa s hington

Stree t, Phoenix, Arizona  85007

6 Q What is your current employment position

I a m e mploye d  with  the  Utilitie s  Divis ion  o f the  Arizona  Corpora tion  Commis s ion

("Commiss ion") a s  a n Exe cutive  Consulta nt III

1 0 Q- Briefly describe your responsibilities as an Executive Consultant

In my ca pa city a s  a n Exe cutive  Consulta nt III, I pe rform comple x fina ncia l a na lys is  a nd

ma ke  re comme nda tions  to the  Commiss ion on ra te  ba se , re ve nue  re quire me nt a nd ra te

design, for water, wastewater, electric and gas rate proceedings. Als o ,  I p ro vid e

re comme nda tions  on fina ncing, me rge r a nd a cquis itions , s a le s  of a s se ts , is sua nce  a nd

extension of Certifica te  of Convenience  and Necessity as  well as  other ancilla ry matte rs

1 7 Q Please describe your educational background and professional experience

I re ce ive d a  Ba che lor of S cie nce  de gre e  in Accounting from the  Unive rs ity of Be nin

Nige ria  a nd a  Ma s te r of Informa tion Sys te ms  Ma na ge me nt de gre e  from Ke lle r Gra dua te

S chool of Ma na ge me nt of De vry Unive rs ity. I wa s  a  Ce rtifie d P ublic Accounta nt a nd a

me mbe r of the  Ame rica n Ins titute  of Ce rtifie d P ublic Accounta nts . I ha ve  a tte nde d

va rious  tra ining cla sse s  and course s  rega rding regula tory audits , ra te -making, and othe r

utility re la te d ma tte rs . In a ddition, in my ove r e ight ye a rs  with the  Utilitie s  Divis ion S ta ff

("S ta fl't"), I ha ve  pre pa re d S ta ff Re ports  a nd pre -tile d te s timonie s  a nd pre s e nte d ora l

testimonies  in severa l proceedings before  the  Commission

W~01303 A-07~0209



Dire ct Te s timony ofAle xa nde r S ha de  Iggie
Docke t No. W-1303A-07-0209
Page 2

1 P URP OS E OF TES TIMONY

2 Q- Wha t is the  purpos e  of your te s timony in this  proceeding?

3

4

5

6

7

8

I am presenting S ta ffs  ana lys is  and recommenda tions  rega rding Arizona -American Wate r

Compa ny's  ("Arizona  Ame rica n") a pplica tion for a  de te rmina tion of the  curre nt va lue  of

its  utility plant and property and for increases  in its  ra tes  and charges  based thereon for the

utility s e rvice  by its  S un City Wa te r Dis trict ("S un City Wa te r Dis trict" or "Compa ny").

My te s timony a ddre s s e s  the  Compa ny's  propos a l re ga rding ra te  ba s e  a nd re ve nue

requirement.

9

1 0 Q. What is  the bas is  of StamPs  recommendations?

1 1 I re vie we d  the  Compa ny's  filing  a nd  conducte d  a  re gu la to ry a ud it o f its  fina ncia l

1 2 s ta te me nts  a nd re cords  to de te rmine  whe the r sufficie nt, re le va nt, a nd re lia ble  e vide nce

1 8

1 4

1 5

1 6

exis ts  to support its  requested ra te  increase . The  regula tory audit enta iled examina tion and

te s ting of fina ncia l informa tion, a ccounting re cords  a nd othe r supporting docume nta tion,

a s  we ll a s  ve rifying tha t the  a ccounting principle s  a pplie d by the  Compa ny we re  in

a cco rd a n ce  with  th e  Na tio n a l As s o c ia tio n  o f Re g u la to ry Utility Co mmis s io n e rs

1 7 ("NARUC") Uniform S ys te m of Accounts  ("US oA").

1 8

1 9 BAC KG R O UND

20 Q. P le a s e  provide  a  brie f de s cription of the  Compa ny.

2 1

22

23

24

S un City Wa te r Dis trict is  a  divis ion of Arizona -Ame rica n, a  wholly owne d subs idia ry of

Ame rica n Wa te r Compa ny, which in turn, is  a  subs idia ry of RWE, a  Ge rma n Compa ny.

S un City Wa te r Dis trict provide s  wa te r s e rvice  to  a pproxima te ly 23,000 cus tome rs ,

cons is ting prima rily of re s ide ntia l consume rs , in the  towns  of S un City a nd Youngtown.

25 The Company's  current ra tes  were  approved in Decision No. 67093, da ted June  20, 2004.
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1 Q. Wha t is  the  Compa ny's  ra tiona le  for tilin g this  ra te  a pplica tion?

2

3

4

5

6

According to the  Company's  witness , Thomas  Broderick, a t page  2, lines  11 through 14 of

h is  Dire ct Te s timony, the  re que s te d  ra te  incre a s e  is  ".. .ne e de d  to  re cove r ce rta in

Commiss ion approved de fe rred items , increase  in plant in se rvice  s ince  the  la s t te s t yea r

(2001), increase  in opera ting and maintenance  expenses , aga in, s ince  2001,and increases

to the  Company's  cos t of capita l."

7

8

9

Als o, S un City Wa te r Dis trict s e e ks  Commis s ion a pprova l for its  propos e d Fire  Flow

Surcharge  Mechanism.

1 0

1 1 CO NS UME R S E RVICE

1 2 Q.

1 3

1 4

P le a se  summa rize  the  Compa ny's  consume r se rvice  his tory s ince  the  la s t ra te  ca se .

S ta ff finds  tha t the  Arizona -Ame rica n, the  pa re nt compa ny of S un City Wa te r Dis trict, is

currently in good s tanding with the  Corpora tions  Divis ion of the  Commiss ion.

1 5

1 6

1 7

1 8

1 9

S ta ffs  s e a rch of the  Commis s ion da ta ba s e  indica te s  tha t S un City Wa te r Dis trict ha d

s ixty-two (62) compla ints  a nd twe nty-live  (25) inquirie s  s ince  the  la s t ra te  proce e ding.

The re  we re  a ls o nine  (9) opinions  in oppos ition to this  ra te  incre a s e . Exce pt for five

compla ints  currently be ing investiga ted by Staff, a ll reported issues have  been resolved.

20

2 1 Q- Ha s  the  Compa ny publis he d a  notice  of its  pending ra te  applica tion?

22

23

24 On S e pte mbe r 19, 2007, the

25

Ye s . Cons is te nt with the  P roce dura l Orde r is s ue d on J une  12, 2007, the  Compa ny

published a  notice  of its  ra te  applica tion in the  "Da ily News-Sun", a  newspaper of gene ra l

circula tion within a nd a round its  ce rtifica te d te rritory.

Compa ny docke te d a n Affida vit of P ublica tion ("Affida vit") showing tha t the  notice  wa s

w-01303 A-07-0209
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1

2

3

publis he d on S e pte mbe r 11, 2007. Als o , the  Compa ny file d  a  s e cond  Affida vit on

S e pte mbe r 21, 2007, indica ting tha t its  cus tome rs  ha ve  be e n notifie d of this  proce e ding

through dire ct ma ilings .

4

5

6

7

8

P urs ua nt to  the  Ma y 7 , 2007  P roce dura l Orde r, the  no tice  of th is  p roce e ding  wa s

se pa ra te ly publishe d in the  Arizona  Bus iness  Gaze tte , on Ma y 10, 2007, a nd the  Da ily

News-Sun, on May 12, 2007. These  notice s  re la te  to the  Public Comment se ss ion he ld in

the  town of Sun City.

9

1 0 Q. Did S ta ff re vie w a  s a mple  of the  Compa ny's b ill fo rma t?

1 1 Ye s . Our re vie w s hows  tha t the  Compa ny's  bill forma t is  complia nt with the  Arizona

1 2

13

1 4 R E VE NUE  R E Q UIR E ME NT

1 5 Q. P le a s e  s umma rize  the  Compa ny's  propos e d re ve nue  re quire me nt in this  proce e ding.

1 6

1 7

1 8

1 9

The  Compa ny propos e s  tota l a nnua l ope ra ting re ve nue s  of $9,933,251 a n incre a s e  of

$2,244,778 or 29.20 pe rcent ove r its  reported adjus ted te s t yea r revenues  of $7,688,479

The  Company's  proposa l results  in an opera ting income of $2,071,759 or 7.98 percent ra te

of re turn on a n Origina l Cos t Ra te  Ba se  ("OCRB") of$25,96l,898.

20

2 1 Q. What is Staffs recommending for revenue requirement?

22

23

24

As shown on Sche dule  AII-1, S ta ff re comme nds  re ve nue  re quire me nt of $9,518,830, a n

increase  of $1,830,351 or 23.81 percent over its  adjusted test year revenues of $7,688,479.

Sta ffs  recommended revenue  requirement is  $414,427 less  than the  Company's  proposa l.

r
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1

2

Sta ffs  recommended revenues  requirement re sults  in an ope ra ting income  of $1,872,660

or a  ra te  ofre tum of 7.40 pe rcent on S ta ff adjus ted OCRB of $25,306,214

3

4 S UMMARY O F  ADJ US TME NTS

5 Q- Please summarize the adjustments addressed in this testimony.

6 Sta ffs  ana lys is  addresses  the  following adjus tments :

7

8 Gross  Utilitv P la nt in Se rvice

9

1 0

11

1 2

1 3

This  a d jus tme nt re duce s  the  Compa ny's  re porte d  g ros s  u tility p la n t in  s e rvice  by

$1,l01,820, from $45,025,075 to $43,923,255. It e limina te s  $747,449 of Utility P la nt in

S e rvice  ("UP lS ") pre vious ly dis a llowe d by the  Commis s ion pe r De cis ion No. 67093.

Also, it re move s  $354,371 of s e ve ra l pla nt ite ms  not use d a nd use ful in the  provis ion of

wa te r se rvice , in the  Sun City Wate r Dis trict.

1 4

15

1 6

Accumula ted Deprecia tion and Amortiza tion

This  a djus tme nt incre a s e s  ra te  ba s e  by $446,136 to  re fle ct S ta ffs  re ca lcula tion  of

1 7 a ccumula te d de pre cia tion ba s e d on S ta ffs  a djus te d gros s  utility pla nt in s e rvice . It
1 8 e limina tes  accrued deprecia tion on plant items tha t a re  not used and useful in the  provis ion

1 9 of se rvice .

20

2 1

22

23

Regula tory Expense

This  a djus tme nt re duce s  ope ra ting e xpe ns e s  by $25,508 to re fle ct a  prude nt le ve l of

regula tory expense .

24

W-01303A-07-0209
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1

2

Deprecia tion Expense

This  adjus tment reduces  opera ting expenses  by $34,767 to re flect S ta ff" s  reca lcula tion of

deprecia tion expense  based on Staff adjusted gross utility plant in service  a t test year end.3

4

5

6

7

P rope rty Ta x Expe ns e

This  a djus tm e nt de cre a s e s  ope ra ting e xpe ns e s  by $32,578 to  re fle c t S ta ffs  re ca lcula tion

of te s t ye a r prope rty ta x e xpe nse .

8

9

10

11

Income Tax Expenses

This  adjustment increases  opera ting expenses  by $33,687 to re flect an appropria te  leve l of

income tax expense  on Staff s  adjusted test year taxable  income.

13 RATE  BAS E

14 Fa ir Va lue  Ra te  Bas e

15 Q. Did the Company provide any schedule showing elements of Reconstruction Cost

16

17

New Ra te  Base?

No . On the  Compa ny's  file d S che dule  B-4, it indica te d tha t "The  Compa ny did not

conduct an RCND s tudy." It appea rs  tha t the  Company intended tha t its  reques ted OCRB

be treated as fair value rate  base.

18

19

20

21

22

Rate Base Summary

What is Staff's recommendation regarding rate base?Q.

23

24

As shown on Schedule  AH-3, Staff recommends a  ra te  base  of $25,306,214, $655,684 less

than the  Company's  proposa l of $25,961,898

25

12

A.

A.
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1 Q Please summarize StarT's adjustments to the Company's proposed rate base

Staffs  ra te  base  adjus tments  could be  class ified into two ca tegories  - plant items tha t were

disa llowe d in the  prior proce e ding but e rrone ous ly re s ta te d in this  filing, a nd pla nt ite ms

tha t a re  not us e d a nd us e ful in  the  provis ion of wa te r s e rvice  in the  S un City Wa te r

Dis trict. The  following ra te  base  adjus tments  address  each of S ta ffs  recommenda tions

7

8

Rate Base Adjustment No. 1 - Wells and Springs

What is the Company's proposal regarding Wells and SpringsQ

The Company proposes $3,021,387 of wells  and springs

1 1 Q Did S ta ff a na lyze  the  Compa ny's  re porte d We lls  a nd S prings

Ye s . S ta ff conducte d a n a udit a nd a n e ngine e ring a na lys is  of the  Compa ny's  re porte d

wells  and springs, and de termined tha t $427,725 of the  reported ba lance  was not used and

us e ful in the  provis ion of s e rvice . Firs t, S ta ff found tha t $408,640 of we lls  a nd s prings

previous ly disa llowed pe r Decis ion No. 67093 was  e rroneously res ta ted as  plant additions

in this  proce e ding. The  Compa ny did not de mons tra te  tha t the s e  pla nt ite ms  we re  in

se rvice  a t the  end of te s t yea r. Also, S ta ff found tha t $19,085 of a  plant item regis te red to

the  Unite d S ta te s  De pa rtme nt of Inte rior Bure a u of La nd De ve lopme nt wa s  e rrone ous ly

re porte d a s  a  pla nt a ddition in this  proce e ding. Accordingly, S ta ff re comme nds  re mova l

of both tra ns a ctions , a n a ggre ga te  of $427,725, to e limina te  pla nt ite ms  tha t S ta ff ha s

determined to be  not used and useful in the  provision of service

W-01303A-07-0209
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1 Q-

2

Has the Company agreed with Staff that $427,725 of Wells and Springs should

eliminated from this proceeding?

3 Ye s . The  Compa ny conce de s  tha t inclus ion of the  a bove  tra nsa ctions  we re  ina dve rte nt

4 errors  tha t should be  corrected for in this  proceeding.

5

6 Q. What is Staff's recommendation regarding Wells and Springs?

7

8

As  s hown on  S che dule  AII-5 , S ta ff re comme nds  $2 ,593 ,662  of we lls  a nd  s prings ,

$427,725 less  than the  Company's  reported ba lance  0f$3,021,387.

9

1 0

1 1

Rate Base Adjustment No. 2 - Water Treatment Equipment

W hat  is  the  Company p ropos ing  f o r  W ate r  Trea tment  Equ ipment  in  th isQ.

1 2

13

proce e ding?

The Company proposes $396,541 of water trea tment equipment.

1 4

1 5 Q-
/'

1 6

Did Staf f Lind that $19,594 of plant items reported by the Company as Water

Treatment Equipment were not used and useful?

1 7 Ye s . S ta ff' s  a udit finding indica te s  tha t $19,594 of re porte d wa te r tre a tme nt e quipme nt

1 8 Aga in , the  Compa ny ha s  no t

1 9

wa s  pre vious ly d is a llowe d in  the  la s t p roce e ding .

demonstra ted tha t these  plant items are  now used and useful for provision of service .

20

2 1 Q.

22

Has the Company agreed with Staff that $19,594 of its reported Water Treatment

Equipment was not used and useful"

23

24

Yes. The  Company agrees  tha t $19,594 of its  reported water trea tment equipment was not

in service  a t test year end in this  proceeding.

25

x .

W-01303A-07-0209
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1 Q- What is Staffs recommended adjustment to Water Treatment Equipment?

2

3

As shown on Schedule  AH-6, S ta ff recommends remova l of $19,594 from wate r trea tment

equipment determined to be  not used and useful a t test year end.

4

5 Q- Please state Stafi"s recommendation for Water Treatment Equipment.

6

7

Sta ff recommends  $376,947 for wa te r trea tment equipment, a  decrease  of $19,594 to the

Company's  proposal of $396,541 .

8

9

1 0

Rate Base Adjustment No. 3 -Distribution Reservoirs and Standpipes

Please state the Company's proposal for Distribution Reservoirs and Standpipes.Q.

11 The Company proposes $1,802,878 for dis tribution reservoirs  and s tandpipes.

1 2

1 3

1 4

Did Sta ff find tha t $319,215 of the  Company's  reported Dis tribution Reservoirs  and

Standpipes were previously disallowed by the Commission?

1 5 Ye s . S ta ffs  a udit found tha t $319,215 of pla nt ite ms  re porte d a s  pla nt a dditions  in this

1 6 proce e ding, we re  pre vious ly dis a llowe d by the  Commiss ion pe r De cis ion No. 67093. In

1 7

1 8

the  prior ra te  proceeding, the  Commiss ion found tha t the  re fe renced plant items were  not

used and use ful for the  provis ion of se rvice  in the  Sun City Wate r Dis trict.

1 9

20 Did the Company demonstrate that these plant items are now used and useful?

2 1 No. The  Compa ny a gre e s  with S ta ff tha t inclus ion of the  re fe re nce d pla nt ite ms  wa s

22 erroneous and should be  corrected for in this  proceeding.

23

W-01303A-07_0209
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1 Q What is Staff's recommended adjustment to Distribution Reservoirs and

Sta ndpipe s

As  s hown on S che dule  AH-7, S ta ff re comme nds  re ducing the  Compa ny's  propos a l of

$1,802,878, by $319,215.

standpipes that were not used and useful a t test year end

This  a djus tme nt e limina te s  d is tribution  re s e rvoirs  a nd

7 Q Wha t is  S ta ff re comme nding for Dis tribution Re s e rvoirs  a nd S ta ndpipe s

Staff recommends $1,483,663 for dis tribution reservoirs  and s tandpipes  in this  proceeding

10

11

Rate Base Adjustment No. 4 - Land and Land Rights

What is the Company proposing for Land and Land Rights in this proceedingQ

The Company proposes an aggregate  amount of $353,918 for land and land rights

1 4 Q Does the Company's proposed Land and Land Rights include certain plant items

that were contributed to the Agua Fria Water District?

Ye s . During a udit, S ta ff found tha t s e ve ra l pla nt ite ms  contribute d by de ve lope rs  to the

Agua  Fria  Wa te r Dis trict we re  e rroneous ly reported a s  plant additions  in this  proceeding

These  plant items  were  seve ra lly booked be tween December 2003 and December 2005

Although, the  Compa ny a tte mpte d to corre ct for the se  e rrors  through se rie s  of re ve rsa l

entries, the  Company had a  net balance  of $148,130 in its  reported UPIS

22 Q Has the Company agreed with Staff that its proposed Land and Land Rights include

a net balance of plant items contributed to the Agua Fria Water District?

Yes . The  Company agrees  with S ta ff tha t its  proposed land and land rights  include  a  ne t

ba lance  of $148,130 of land and land rights  contributed to the  Agua  Fria  Water Dis trict

W-01303A-07-0209
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1 Q. What is Staff's recommended adjustment?

2

3

As shown on Sche dule  AH-8, S ta ff re comme nds  a n a djus tme nt of $148,130 to e limina te

the  ne t ba lance  of plant items incorrectly included in land and land rights .

4

5 Q. What is Staff recommending regarding Land and Land Rights?

6 Sta ff re colmnends  $205,788 for land and land rights , $148,130 le ss  than the  Company's

7 proposa l.

8

9

1 0

Rate Base Adjustment No. 5 - Structures and Improvements

What is the Company proposing for Structures and Improvements?Q.

11 The  Compa ny propos e s  $3,013,016 for s tructure s  a nd improve me nts . This  a mount

1 2

1 3

includes  $220,883 of capita l expenditure  incurred for the  renova tion and security upgrade

of Sun City corpora te  office .

1 4

1 5 Q. Did Staff find that the Sun City corporate office provides benefit to all Arizona-

1 6 American dis tric ts ?

1 7

1 8

Ye s . S ta ff inquiry confirme d tha t the  S un City corpora te  office  be ne fits  a ll Arizona -

Ame rica n dis tricts .

19

20 Q.

2 1

22

Doe s  the  Compa ny a gre e  with S ta ff tha t its  S un City office  s e rve s  a ll its  dis tricts ?

Ye s . Also, the  Compa ny a gre e s  tha t the  $220,883 e xpe nde d on its  S un City corpora te

office  should be  a lloca ted to a ll its  dis tricts  based on the  2006 Four Factor Alloca tion.

23

If

W-01303A-0770209
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1 Q- What adjustment is Staff recommending for Structures and Improvements?

2

3

4

5

As  s hown on S che dule  All-9, S ta ff is  re comme nding a n a djus tme nt of $187,156 to the

Compa ny's  propose d s tructure s  a nd improve me nts . This  a djus tme nt re fle cts  a  prope r

a lloca tion of the  cos ts  of re nova ting Sun City corpora te  office  to Sun City Wa te r Dis trict,

a t $33,727 or 15.269 percent of$220,883.

6

7 Wha t is S ta ff re comme nding for S tructure s  a nd Improve me nt"

8 Staff recommends $2,825,860 for s tructures  and improvements  in this  proceeding.

9

1 0

11

Rate Base Adjustment No. 6 - Accumulated Depreciation

What is the Company's proposed Accumulated Depreciation"Q-

1 2 The Company proposes $17,192,328 of accumulated deprecia tion.

1 3

1 4 Q. method used by the Company in calculating its proposed

1 5

Ple a se  e xpla in the

Accumulated Depreciation?
I

1 6 The  Compa ny ca lcula te d its  propos e d a ccumula te d de pre c ia tion by a ggre ga ting its

1 7

1 8

1 9

20

21

ca lcula ted moNthly deprecia tion expenses  for each plant account from the  las t proceeding

through end of te s t yea r. Deprecia tion expense  on plant additions  and re tirements  during

e a ch month wa s  ca lcula te d ba s e d on a  ha lf-month conve ntion. Als o, the  Compa ny

a ppropria te ly e limina te d pla nt re tire me nts  from a ccumula te d de pre cia tion a nd pla nt

balances at the end of each year.

22

23 Q- Did S ta ff re vie w the  Compa ny's  a pplie d de pre cia tion ra te s ?

24 Ye s . S ta ff re vie w indica te s  tha t the  Compa ny a pplie d de pre cia tion ra te s  a re  cons is te nt

25 with the  Commission approved ra tes  in the  prior proceeding.

W-01303A-07_0209
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L

1 Q- Did S ta ff re ca lcula te  a ccumula te d de pre cia tion in this  proce e ding?

2 Ye s . S ta ff re ca lcula te d the  Ccmpa ny's  re porte d a ccumula te d de pre cia tion to re fle ct the

3 e ffe c ts  o f S ta ffs  re comme nde d  a d jus tme nts  to  de pre cia b le  UP IS . Als o, S ta ff" s

4

5

6

7

8

re ca lcula te d a ccumula te d de pre cia tion e limina te s  de pre cia tion e xpe nse  a ccrue d by the

Company be tween when plant items were  incorrectly booked a rid when the  corresponding

reve rsa l entrie s  were  e ffectua ted. For example , $421,792 of power gene ra tion equipment

contributed to Agua  Fria  Wa te r Dis trict was  sepa ra te ly booked by Sun City Wate r Dis trict

a s  pla nt a dditions  on De ce mbe r 5, 2003 a nd Ja nua ry 21, 2004. One  of the  e ntrie s  wa s

9

1 0

1 1

immedia te ly reversed on January 21, 2004, while  the  second entry was  deprecia ted until a

reve rsa l entry was  made  on September 9, 2005 . Although the  correcting adjus tment was

ma de  prior to the  e nd of the  te s t ye a r, the  Compa ny ha d a ccrue d de pre cia tion on the

1 2 ba lance  of $421,792 during the  inte rvening period.

13

1 4 Q. Wha t is  the  re s ult of S ta ff's  re ca lcula tion of Accumula te d De pre cia tion?

1 5

1 6

Sta ffs  re ca lcula tion re sults  in a n a ccumula te d de pre cia tion of $l6,746,l92, a  de cre a se  of

$446,136 to the  Compa ny's  proposa l of$l7,l92,328.

1 7

1 8 Q- What is Staff recommending for accumulated depreciation and amortization?

1 9 As  s hown  on  S che du le  AII-10 , S ta ff re comme nds  $16 ,746 ,192  fo r a ccumula te d

20 deprecia tion.

2 1

22 O P E R ATING  INC O ME

23 REVENUES

24 Q. Please summarize the Company's test year Operating Income.

25 S ta ff recommends adoption of the  Company's  adjusted test year revenues.

W-01303A-()7~0209
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Dire ct Te s timony of Ale xa nde r S ha de  Iggie
Docke t No. W-1303A-07-0209
Page 14

1 EXP ENS ES

2

3

Operating Income Adjustment No. 1 - Regulatory Expense

Q. What is the Company proposal for Regulatory Expense?

4

5

6

7

A. The  Company's  applica tion as  filed proposes  $150,000 of regula tory expense  for recovery

ove r a  thre e  ye a r pe riod, a t $50,000 e a ch ye a r. The  Compa ny's  witne s s , Thoma s

Broderick, has revised its  proposed aggregate  regula tory expense  to $101,766 or an annual

regula tory expense  of $33,922.

8

9 Q. Did the Company provide any details regarding its proposed Regulatory Expense?

10

11

1 2

13

1 4

Ye s . The  Compa ny's  propos e d re gula tory e xpe ns e  include s  the  cos ts  of re ta ining a n

outs ide  Counse l and a  Cost of Capita l witness  a s  we ll a s  pe rtinent adminis tra tive  cos ts . In

addition, the  Company proposes  to expend $20,000 on additiona l fire  flow and ra temaking

surveys. The  Company asserts  tha t the  proposed survey is  necessary to properly inform its

cus tomers  and e licit the ir feedback on the  implementa tion of its  ire  flow plan.

1 5

1 6 Q- P le a s e  c o m m e n t  o n  th e  C o m p a n y' s  p ro p o s e d  R e g u la to ry E xp e n s e  fo r th is

1 7 proce e ding.

1 8

1 9

20

2 1

22

23

S ta ffs  a na lys is  indica te s  tha t the  Compa ny's  e s tima te s  for outs ide  Counse l a nd cos t of

ca pita l witne s s  a re  e xce s s ive . For e xa mple , the  Compa ny proje cts  tha t it will re quire

a dditiona l 136  hours  of e xte rna l le ga l re vie w or $40 ,790  for the  re ma inde r of th is

proce e ding. S ta ff finds  tha t 75 hours  of a dditiona l outs ide  le ga l re vie w will be  a de qua te

for the  re ma inde r of this  proce e ding. S ta ffs  e s tima te s  re cognize s  the  full pa rticipa tion of

the  Company's  in-house  Attorney in this  ra te  filing.

24

W-0]303A-07-0209
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A.
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Direct Testimony of Alexander Shade Iggie
Docket No. w-1303A-07_0209
Page 15

1

2

3

4

5

As to the Company's proposal to expend additional $20,000 on customer education, and

fire flow and rate making surveys, Staff agrees with the Company's assertion that further

customer input might be necessary before the implementation of its proposed fire flow

surcharges. However, Staff" s analysis indicates the $17,500 will be adequate for pertinent

mailing and processing of its proposed fire flow survey.

6

7 Q. What is Staffs recommended adjustment to Regulatory Expense?

8

9

As shown on Schedule AH-13, Staff recommends an adjustment of $25,508 to eliminate

excess costs reflected in the Company's proposal.

10

11 Q. What is Staff recommending regarding Regulatory Expense?

1 2

13

As shown on Schedule All-13, Staff recommends $73,476 of regulatory expense,

normalized over three years at $24,492 annually.

1 4

1 5

1 6

Operating Income Adjustment No. 2 - Depreciation and Amortization Expense

Q. What is the Company's proposed depreciation and amortization expense?

1 7

1 8

1 9

20

A. The Company proposes $1,287,647 of depreciation and amortization, consisting of

$1,381,041 of depreciation expense, $18,573 of amortization of deferred debit, $5,915 of

amortization of Youngstown fire flow study costs, less $117,882 of amortization of

contributions, imputed regulatory assets and Youngtown plant.

2 1

22 Q. Did Staff re-calculate the Company's depreciation and amortization expense?

23

24

25

Yes. Staff recalculated the Company's proposed depreciation expense by multiplying

Staff adjusted test year end depreciable plant in service and Commission approved

depreciations rates. Staffs recalculation results in $1,346,274 of depreciation expense,

W-0 I 303A~07-0209

A.

A.

A.
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Dire ct Te s timony of Ale xa nde r S ha de  Iggie
Docke t No. W-1303A-07-0209
Page 16

1

2

3

$34,767 le s s  tha n the  Compa ny's  propos a l of $l,38l,04l. The  va ria nce  be twe e n S ta ffs

recommended and the  Company's  proposed deprecia tion expense  is  a ttributable  to S ta ff s

adj ustments to the  Company's  reported test year end depreciable  plant in service .

4

5

6

S ta ff a cce pts  the  Compa ny's  propose d a mortiza tion of de fe rre d de bt, Youngs town Fire

Flow Study costs , imputed regula tory asse ts  and Youngstown plant.

7

8 Q. Did Staff's recalculation of Depreciation Expense result in an adjustment to the

9 Compa ny's  propos a l.

1 0 S ta ffs  re ca lcula tion re s ults  in a n a djus tme nt of $34>767 to the  Compa ny's  propos e d

11 de pre c ia tion e xpe ns e .

12

13 Q. Wha t is  S ta ff's  re comme nda tion for Deprec ia tion a nd Amortiza tion Expe ns e "

14 As shown on Schedule  AH-14, page  1 of 2, S ta ff recommends $1,252,880 of deprecia tion

15 and amortiza tion expense .

16

17

18

Ope ra ting Income  Adjus tme nt No 3 - P rope rty Ta xe s

Q , Wha t is  the  Compa ny propos ing re ga rding prope rty ta xe s ?

19

20

A. The  Company proposes  $297,758 of property taxes  derived by employing an adapta tion of

th e  Arizo n a  De p a rtme n t o f Re ve n u e s ' ("ADO R ") Ce ntra lly Va lue d  P rope rtie s

2 1 methodology.

22

W-01303A-07-0209

A.

A.
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1 Q-

2

Doe s  the  ADOR's  ce n tra lly va lue d  me thodo logy p rovide  a n  a cce p ta b le  ba s is  fo r

de te rmina tion of prope rty ta xe s  in Arizona ?

3 Yes. S ta ff a cce pts  the  Compa ny's  us e  of a n a da pta tion of ADOR's  Ce ntra lly Va lue d

4

5

6

P rope rtie s  me thodology. Als o, the  Compa ny a ppropria te ly utilize d a  2008 a s s e s s me nt

ra tio of 23.50 pe rce nt in its  ca lcula tion of prope rty ta xe s . Howe ve r, the  Compa ny did not

re flect the  ne t book va lue  of transporta tion equipment in its  ca lcula tion.

7

8 Q- Did Staff recompute the Company's property taxes based on ADOR methodology?

9

1 0

11

1 2

Ye s . S ta ffs  re ca lcula te d te s t prope rty ta xe s  ba se d on the  sa me  me thodology utilize d by

the  Compa ny. Als o, S ta ffs  ca lcula tion re fle cts  the  ne t book va lue  of tra ns porta tion

equipment a t te s t yea r end. S ta ff" s  reca lcula tion re sults  in an adjus ted te s t yea r prope rty

taxes  of$265,l80, $32,578 le ss  than the  Company's  proposa l.

13

1 4 Q.

1 5

What are Staffs recommended property taxes?

Staffreeommends adjusted test year property taxes of $265, 180.

1 6

17 Ope ra ting Income  Adjus tme nt No. 4 - Income  Ta xe s  .

Q . Wha t is  the  Compa ny propos ing for Income  Ta x Expe ns e ?18

19

20

A. The Company proposes test year income tax expense of a  negative $86,355.

2 1 Q- Did Staff recalculate Test Year In come Tax Expense"

22

23

24

25

Ye s . S ta ff re ca lcula te d te s t ye a r income  ta x e xpe nse  by a pplying s ta tutory fe de ra l a nd

s ta te  income  ta x ra te s  to S ta ffs  a djus te d te s t ye a r ta xa ble  income . S ta ffs  ca lcula tion

re s u lts  in  a  ne ga tive  te s t ye a r income  ta x e xpe ns e  o f S 52 ,668 , $33 ,687  ove r the

Company's  reported test year income tax expense .

W-01303A-07-0209

A.

A.
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1 Q What is Staff recommending for test year income tax expense

Staff recommends a  test year income tax expense  of negative  $52,668

4 Q Does this conclude your testimony

W-01303A-07_0209
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT Schedule All_1
Docket No. W-01303A~D7-209
Test Year Ended December 31, 2006

REVENUE REQUIREMENT

LINE
NO. DES CRIP TION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base $ 25.951,898 s 25,961,898 as 25,306,214 $ 25,308,214

2 Adjusted Operating Income (Loss) $ 693,411 $ 693.411 55 752,577 $ 752,577

3 Current Rate of Return (LE /LI ) 2.67% 2.67% 2.97% 2.97%

4 Required Rate of Return 7.98% 7.98% 7.40% 7.40%

5 Required Operating Income (LI * LE) $ 2,071 ,759 $ 2,071 ,759 $ 1 ,872,660 $ 1,872,680

6 Operating Income Deficiency (L5 - LE) $ 1 ,378,348 $ 1 ,378,348 s 1,120,082 $ 1,120,082

7 Gross Revenue Conversion Factor 1 .6286 1 .6286 1 .6341 1 .6341

8 Required Revenue Increase (LE * LE) $ 2,244,778 s 2,244,778 $ 1 ,830,351 5 1 ,830,351

9 Adjusted Test Year Revenue $ 7,688,479 $ 7,688,479 $ 7,688,479 $ 7,688,479

10 Proposed Annual Revenue (LB + LE) $ 9,933,257 $ 9,933,257 $ 9,518,830 $ 9,518,830

11 Required Increase in Revenue (°/>) 29.20% 29.20% 23.81 % 23.81 %

12 Rate of Return on Equity (%) 1130°/o 11.30% 10.80% 10.80%

I

/

References:
Columns [A] and [B]; Company Schedules A-1, A-2, & D-1
Columns [C] and [D]: STAFF Schedules All-2, All-3 and All-11
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ARIZONA AMERICAN WATER COMPANY _ SUN CITY WATER DISTRICT
DocketNo. W-01303A-07-209
Test Year Ended December 31, 2006

Schedule All-2

GROSS REVENUE CONVERSION FACTOR

LINE
n o. DESCRIPTION (A) (B) (C) (D)

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor'
Billings
Uncollectible Factor
Revenues
Less: Combined Federal, State & Property Tax Rate (L18)
Subtotal (La _L4)
Revenue Conversion Factor (L1 / Ls)

1.000000
0.000000
1.000000
0.388050
0.611950
1.63412zl

7
8
9

10
11
12

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L7 - LB)
Applicable Federal Income Tax Rate (Line 43)
Effective Federal Income Tax Rate (LQ x L10)
Combined Federal and State Income Tax Rate (L8 +L11)

100,0000%
69680%

93.0320%
33.4484%
31 .1177%

38.D857%

1000000%
38.0857%

6191-431%
1.16186%

13
14
15
16
17
18

Calculation of Effective Probertv Tax Rate:
Unity
Combined Federal 8< State Income Tax Rate
One Minus Combined Income Tax Rate
Property Tax Factor
Effective Property Tax Rate(L15 x L16)
Combined Federal, State Income & Property Tax Rate (L12 + L17)

0.71936%
38.8050%

19
20
21

Required Operating Income (Schedule All-1, Line 5)
Adjusted Test Year Operating Income (Loss) (Schedule All-11, Line 27)
Required increase in Operating income (L19 . L20)

s
$
$

1,872,660
752,577

1,120,083 s 1,120,083

22
23
24

$
$

636,335
(52,668)

Income Taxes on Recommended Revenue (Col. (D), L42)
Income Taxes on Test Year Revenue (Col. (B), L42)
Required Increase in Revenue to Provide for Income Taxes (L22 ~L23) $ 689,002

$
$

286,447
265,180

25
26
27
28

Property Tax with Recommended Revenue (AH-15, Col B, L19)
Property Tax on Test Year Revenue (All-15, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L25-L26)
Required Increase in Revenue (L21 + L24 + L27)

$ 21,266
s 1,830,351

Test Year
$ 7,688,479
$ 6,988,569
s 860,411
$ (160,502)

6.968%

Staff
Proposed

$ 9,518,830
$7,009,835
$ 860,411
s 1,648,583

5.968%
$ (11,184) $ 114,873

29
30
31
32
33
34
35
38
37
38
39
40
41
42

Calculation of Income Tax:
Revenue (Schedule All-11, Columns C and E)
Less: Operating Expenses Excluding Income Taxes
Less: Synchronized Interest (L46)
Arizona Taxable Income (L29 - L30 - L31)
Arizona State Income Tax Rate
Arizona Income Tax (L32 x L33)
Federal Taxable Income (L32 - L34)
Federal Tax on First Income Bracket ($1 . $50,000) @ 15%
Federal Tax on Second Income Bracket ($51 ,001 - $75,0D0) @ 25%
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L34 + L41)

$
$
$
$
$
$

(149,31 a)
(7,500)
(5,250)
(8,500)

(19,234)

s 1,533,710
$ 7,500
$ 6,250
$ 8,500
$ 91,650
$ 407,561

$
$

(41 _484)
(52,668)

$
s

521,461
636,335

pa Applicable Federal Income Tax Rate [CoI. (D), L35 - Col. (B), L35] l (Col. (C), L41 . Col, (A), L41] 33.4484»%

r

44
45
46

Calculation of Interest Svnchronization:
Rate Base (Schedule All-3, Col. (C), Line 14)
Weighted Average Cost of Debt
Synchronized Interest (L44 x L45)

l

$

$ 25,305,214
3.409

860,411
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4 ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT
Docket No. W-01303A-07~209
Test Year Ended December 31 , 2006

Schedule All-3

RATE BASE _ ORIGINAL COST

(B)

LINE
n o . DESCRlPTlON

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTED

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

45.025,075
17,192,328
27,832,747 33

(1 , 101 .820>
(446.136)
(655,684) $

43,923,255
16,746,192
27,177,063

4
LESS,"
Net Contribution in Aid of Constructiuon (CIAC) $ 63,004 $ 63,004

5 Imputed Regulatory Contributions 567,874 567,874

6 Advances in Aid of Construction (AIAC) 3,576,920 3,576,920

7 Imputed Regulatory Advances 551,760 551,760

8 Customer Deposits 2.100 2,100

9 Investment Tax Credits (1 v938,781) (1,938,781)

10 Total Deductions $ 2,822,877 35 2,822,877

11
ADD;
Allowance for Working Capital $ 309,400 309,400

12 Deferred Debits 642,628 642,628

13 Total Additions $ 952,028 $ 952,028

14 Original Cost Rate Base $ 25,961,898 $ (655,684) $ 25,306,214

References:
Column [A], Company Schedule B-1
Column [B]; Column [C] Column [A]
Column [C]1 Schedule All-4, Column [H]

F
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ADJ # Description
Wells and Springs Adjustment - Schedule All-5
Water Treatment Equipment Adjustment - Schedule All-6
Distribution Reservoir and Standpipes Adjustments - Scheduler All-7
Land and Land Rights Adjustrnertts- Schedule All-8
structures and Improvements Adjustment - Schedule All-9

v 1.

s
ARIZQNA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
DO¢;keQ No W-013D3A-07-209
Test Year Ended December 31, 2006

Schedule All-4

t "Y OF ORIGINAL COST RATE BASE ADJUSTMENTS

IB] [C] [D] [El [F] [G]Llnié" 1;
NO.

ACCT.
no .

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4 ADJ #5 ADJ #6

[H]
STAFF

ADJUSTED

1
2
3
4
5

301 .00
302.00
303.00

$ s

DESCRIPTION
PLANT IN SERVICE
Intangible Plant
Organization
Franchises
Land & Land Rights
Subtotal Intangible $

471
z,a51

353,918
357,240 $

(148,130l
(148,130) $

471
2.851

205,788
209,110

$ 3,013,016
314

s (187,156) $ 2,825,860
314

3,021,387 (427,725) 2,593,662

6
7
8
g

10
11
12
13
14
15
16
17

304.00
305.00
306.00
307.00
308.00
30900
310.00
311 .go
212.00
313.00

146,519
6_B9D,085

146,519
6,890,085

Source of Supply
Structures a. Improvements
Collecting and Impounding Res.
Lake River and Other Intakes

Wells and Springs
Infiltration Galleries and Tunnels

Supply Mains
Power Generating Equipment
Electric Pumping Equipment
Collecting & Impounding Reservoirs
Lakes, Rivers, Other Intakes
Subtotal Source of Supply $ 13,071,321 s (427,725) s (187,156) s 12,456,440

18
19
20
21
22
23
24

32000
321.00
323.00
32500
326.00
32810

Water Treatment
Water Treatment Equipment
Structures & improvements
Other Power Production
Electric Pumping Equipment
Diesel Pumping Equipment
Gas Engine Pumping Equipment
Subtotal Water Treatment

$ 395,541 s (19,594) s 376,947

s 396,541 S (19,594) 5 376,947

25
26
ZN
28
29
30
31
32

33000
331 .of
332.00
324.00
335.00
335.00
339.00

Transmission 8. Distribution
Distribution Reservoirs 8. Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backllow Prevention Devices
Other Plarn and Miscellaneous Equipment
Subtotal Transmission 8-Distribution

5 1,B02,87B
15,118,990
5,572,172
3,512,785
2,175,095

s (319,215) $ 1,483,663
15,1 18,990
5,572,172
3,812,785
2,175,095

s
523

28,482,443 s (319,215) $
523

28,163,228

35
36
37
38
39
40
41
42
48
44
45
46
47

34010
340.20
340,30
341 .10
342.00
34300
344.00
345.00
346.10
346.20
348. 10
347.00
349.00

General Plant
Office Furniture and Equipment
ComputerB.Peripheral Equip
Computer and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment~ Non-Telephone
Communications Equipment- Telephone
Communications Equipment - Other
Miscellaneous Equipment
Other Tangible Plant
Plant Held for Future Use
Subtotal General Plant

717,809
351 ,250
204,551
745,318
21,022

265,859
9.560

111,284
243,629

7.586
167,342

s
$
$
$
$
$
$
s
$
$
$

7t7,8D9
351,250
204,551
745,318
21,022

255.689
9.560

11 1,284
243,629

7.586
167,342

s 2,845,020 $ 2,845,020

48 Sub-Total Plant in Service s 45,152,555 s (427,725) s (19,594) s (319,215) $ (148,130) $ (187,156) s 44,050,745Less:
49
50

Youngtown Plant
Rounding Variance

127,485
5

127,485
5

51
52
53

s s (427,725) $ (19,594) $ (319,215) $ (148,130) $ (187,156) $
Total Plant in Service
Less: Accumulated Depreciation
Net Plant in Service (L51 - L53) s

45,025,075
17,192,328
27,832,747 s (427,725) s (19,594) s (319,215) $ (148,130) s (187,156)

s .
(446,136)

s 446,136 $

43,923,255
1S,746, 192
27, 177.063

54
55
56
57
58
59
60
51

LESS;
Net Contributions in Aid of Construction (CIAC)
Imputed Regulatory Contributions
Advances in Aid of Construction (AIAC)
imputed Regulatory Advances
Customer Meter Deposits
Investment Tax Credits
Deferred Income Tax Credits (Debits)
Total Deductions

63,004
567,874

3,576,920
551,760

2,100
(1 _93e,7s1 )

# # # # # 63,004
567,874

3,576,920
551,750

2, 100
(1,93B,781}

$ 2,822,877 $ 2,822,877

62
63
64

ADD:
Allowance for WoNting Capital
Deferred Debits
Total Additions $

309,400
542,528
952,028 $

309,400
642,628
952.028

65 Original Cost Rate Base s 25,961,898 s (427,725) s (19,594) $ (319,215) s (148,130l s (187,155) $ 446,136 $ 25,306,214
n

I

1
2
3
4
5
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT S chedule  All-5
Docket No. W-01303A-07-209
Test Year Ended December 31, 2006

RATE BASE ADJUSTMENT #1 - Wells & Springs

LINE
no.

1
2

DESCRIPTION

Wells & Springs
Total

W]
COMPANY
PROPOSED

$
$

3,021,387
3,021,387

[B]
STAFF

ADJUSTMENTS

$ (427,725)
$ (427,725)

[C]
STAFF

RECOMMENDED

$ 2,593,662
$ 2,593,662

3
4

$ 408,639.65

5

Sumamry of Adjustment #1
Wells 8 Springs disallowed per Decision No, 67093
Wells 8. Springs registered to the US Department
of interior Bureau of Land Development

Total
$
$

19,085.00
427,724.65

J

frf

1 .



Docket No. W~01303A-07-209
Test Year Ended December 31. 2006

ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT Schedule All-6

RATE BASE ADJUSTMENT #2 - WATER TREATMENT EQUIPMENT

DESCRIPTION
Water Testing Equipment (Per Decision No. 67093)
Total

COMPANY
PROPOSED
35 396.541
$ 396.541

STAFF
ADJUSTMENTS
$ (19,594)

(19,594)

STAFF
RECOMMENDED
$ 376.947
$ 376.947

REFERENCES
Column [A]: Company Schedule B-2
Column [B]: Testimony, All
Column [C]: Column [A] + Column [B]



*

1

ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT
Docket No. W-01303A-07-209
Test Year Ended December 31, 2006

Schedule AlI~7

RATE BASE ADJUSTMENT #3 - DISTRIBUTION RESERVOIR & STANDPIPES

LINE

NO.

1

2

DESCRIPTION

Distribution Reservoir 8. Standpipe (Per Decision No. 67093)

Total

[A]
COMPANY
PROPOSED
$ 1,802,878
$ 1,802,878

[B]
STAFF

ADJUSTMENTS
$ (319,215)
$ (319215)

[C]
STAFF

RECOMMENDED
$ 1,483,663
$ 1,483,663

REF EREN CES ;

Column [A]: Company Schedule B-2

Column [B]; Testimony, All

Column [C]: Column [A] + Column [B]
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ARIZONA AMERICAN WATER COMPANY _ SUN CITY WATER DISTRICT
Docket NO. W-01303A-07-209
Test Year Ended December 31, 2006

Schedule All-8

RATE BASE ADJUSTMENT #4 - Land 8< Land Rights (Agua Fria Water District)

LINE
n o .

1
2

DESCRIPTION
Land 8< Land Rights
Total

[A]
COMPANY
PROPOSED
$ 353,918
$ 353,918

[B]
STAFF

ADJUSTMENTS
35 (148,130)
$ (148,130)

[C]
STAFF

RECOMMENDED
$ 205,788
$ 205,788

3
4
5
6
7
8
9

Land & Land Rights Contributed for the Sierra Montana Booster Statio
Land 8< Land Rights Booked - 12/05/03 $ 2
Land & Land Rights Adj. Booked - 09/24/04 $
Land & Land Rights Adj, Booked - 10/22/04 $
Land 8 Land Rights Adj. Booked .. 11/19/04 33
Land 8 Land Rights Adj. Booked - 12/10/04 $
Land & Land Rights Booked - 12/05/05 39
Total $

n - Agua Fria Water District
28,968

(24,725)
(309)

(12,208)
(56,442)
12,846

148,130
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT
Docket No, W~01303A-07-209
Test Year Ended December 31 , 2006

9

Schedule All-9

RATE BASE ADJUSTMENT #5 - STRUCTURES & IMPROVEMENT

LINE
NO.
1
2

DESCRIPTION
Structures 8¢ Improvement
Total

[A]
COMPANY
PROPOSED
$ 3,013,016
$ 3,013,016

[B]
STAFF

ADJUSTMENTS
$ (187.156)
$ (187,156)

[C]
STAFF

RECOMMENDED
$ 2,825,860
$ 2,825,860

3
4
5
6

Calculation of Adjustment to Structure & Improvements
Total Amount Booked on 12/03/05
Proper Allocation to Sun City Water District
($220,883 x 15_269°/,)
Adjustment

$ 220,883

$
$

33,727
(187,156)

REFERENCES:
Column [A]3 Company Schedule B-2
Column [B]: Testimony, All
Column [C}: Column [A] + Column [B]

!
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ARIZONA AMERICAN WATER COMPANY - SUN cITy WATER DISTRICT
Docket No. W-01303A-_7-209
Test Year Ended December 31, 2006

Schedule AH-10

RATE BASE ADJUSTMENT #6 - ACCUMULATED DEPRECIATION

LINE
NO.

1

2

DESCRIPTION
Accumulated Depreciation
Total

[A]
COMPANY
AS FILED

$ 17,192,328
$ 17,192,328

[B]
STAFF

ADJUSTMENTS
$ (446,136)
$ (446,136)

[C]
STAFF

ADJUSTED
$ 16,746,192
$ 16,746,192

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, All
Column [C]: Column [A] + Column [B]

/

4



ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
Docket No. W-01303A-07-209
Test Year Ended December 31. 2006

Schedule All-11

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

STAFF
TEST YEAR

AS
ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

$ 7,578,436
110.043

7,688.479

$ $ 1,830,351 $

DESCRIPTION
REVENUES

Metered Water Sales
Other Operating Revenue
Total Operating Revenues $ $

7.578.436
110.043

7_688.479 $ 1 ,830,351 $

9_40B.787
110.043

9.518.830

OPERA TING EXPENSES

$ 1 _137.093 $ 1 .137.093 1 .137.093

1573.296
49.041

1 .573296
49.041

1573.296
49.041

1 .385.158
276.821
51 .048
50.000
51 .587

165.878
19.442
97.290

360.734
173.137

1287.646

(25,508)

1 _386.158
276.821
51 .046
24.492
51 .587

165.878
19.442
97.290

360.734
173.137

1 .252.879(34,767)

1 .386.158
276.821
51
24.492
51 .587

165.878
19.442
97.290

360.734
173.137

1252.879

Labor
Purchased Water
Fuel and Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8¢ Amortization
Amortization of ClAC
General Taxes
Property Taxes
Income Taxes
Total Operating Expenses
Operating income (Loss)

$
$

100.225
297.758
(86,355)

6,995,068
593,411

(32,578)
33,687
(59,165)
59.165

$
$

100.225
265.180
(52,668)

6,935,902
752.577 $

21 .256
689,002
710,269

1 ,120,082
$
$

100.225
286.447
636.335

7546.170
1 _872.660

References
Column (A): Company Schedule C-1
Column (B): Schedule All-12
Column (C): Column (A) + Column (B)
Column (D): Schedules All-1, All-2 and All-16
Column (E): Column (C) + Column (D)



ADJ # REFERENCES:
1
2
3
4

Regulatory Expense - Schedule Adjustment, Schedule All-13
Depreciation Expense Adjustment - Schedule All-14
Property Taxes Adjustment - Schedule All-15
Income Taxes Adjustment - Schedule All-16

9

F

'A AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
L Jo. W-01303A-07-209
Te§='1ear Ended December 31, 2006

Schedule AH-12

SUMMARY OF OPERATING INCOME ADJUSTMENTS .. TEST YEAR

[B] [C] [E] tF1
LINE
no .

tAl
COMPANY
AS FILED ADJ  #1 ADJ #2 ADJ #3 ADJ #4

[G]
STAFF

ADJUSTED

$ $

DESCRIPTION
REVENUES."

Metered Water Sales
Other Operating Revenue
Total Operating Revenues $

7,578,436
110,043

7,688,479 $

7,578,436
110,043

7,688,479

$ 1 ,137,093 $ 1 ,137,093

1 ,573,296
49,041

4,270
1385 ,158

276,821
51 ,046
50,000
51,587

165,878
19,442
97,290

360,734
173,137

1 ,287,646

(25,508)

1
3
4
5
6
7
8
9

1 0
11
1 2
13
14
15
i s
17
18
19
20
21
22
23
24

(34,767)

1 5 7 3 ,2 9 6
49,041

4,270
1 ,386,1 so

276,821
51,046
24,492
51 ,587

165,878
19,442
97,290

360,734
173.137

1 ,252,879

397,983 (32,578) 365,405

28

OPERA TING EXPENSES,-
Labor
Purchased Water
Fuel and Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
Amortization of CIAC
General Taxes
Property Taxes
Income Taxes
Total Operating Expenses
Operating Income (Loss)

3
$

(86,355)
6,995,067

693,412
$
$

(25,508)
25,508

$
$

(34,767)
34,767

$
s

(32,578)
32,578

$
5

33,687
33,687

(33,687)
$
$

(52,668)
6,935,902

752,577

/
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT
Schedule All-13Docket No. W-01303A-07-209

Test Year Ended December 31, 2006

OPERATING INCOME ADJUSTMENT #1 . REGULATORY EXPENSE

DESCRIPTION
Regulatory Expense
Total

tAl
COMPANY
AS FILED

$ 50,000
$ 50,000

[B]
STAFF

ADJUSTMENTS
$ (25,508)
$ (25,508)

(C)
STAFF

AS ADJUSTED
$ 24,492
$ 24,492

Rate Case Expense:
Craig Marks, External Counsel

Es timated
Hours

Re-calculation of Regulatory Expense
Actual

through
9/24/2007

$8,550 75

Hourly
Rate
$300

Estimated
Future

Expense
$22,500

Joel Raker, Cost of Equity External Witness
75 $100 $7.500

Dollar Energy Fund
Low Income Program Testimony, External Witness $1,650

$2,000

$25

Copying Services, Pubiic Meetings, Notices, Surveys
Fedex Kinks's
Arizona Republic Classified
Mesa Tribune
Ofl9ce Max
Moody's Quick Delivery
Direct Impact (Postage, Copying Notice)
Additional Fire Flow & Ratemaking Survey
Public Participation Meetings

Miscellaneous Other

$1,392
$33

$170
$1,367

$25
$8,299

$0
$0

$465
$21 ,951

$17,500
$2.000

LINE
NO.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

$51 ,525

Total
$31 ,050

$0
$7,500

$0
$0

$1 ,650
$0
$0

$3,392
$33

$170
$1 ,367

$50
$8,299

$17,500
$2,000

$465
$73,476

Normalized over 3 years ($73,476/3) $24,492

r
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT
Schedule All-14

Page 1 of 2
Docket No. W-01303A-07-209
Test Year Ended December 31, 2006

OPERATING INCOME ADJUSTMENT #2 - DEPRECIATION EXPENSE

DESCRIPTION
Depreciation Expense on Test Year Staff Adjusted UPIS
Amortization of Deferred debit - Y2k Costs
Amortization of Youngtown - Fire Flow Study

[A]
COMPANY
PROPOSED

1.381 ,041
18,573
5,915

1,405,529

[B]
STAFF

ADJUSTMENTS
(34,767)

LESS:
Amortization of Contributions at 1.52% per year
Amortization of Imputed Regulatory CIAC
Amortization of Youngtown Plant

(34,767)

[C]
STAFF

RECOMMENDED
1,346,274

18,573
5.915

1,370,762

LINE
no .

1
2
3
4
5
6
7
8
9

10
11

972
112,708

4,202
117,882

972
112,708

4,202
117,882

1,287,647 (34,767) 1252,880

REFERENCES:
Column [A]: Company Schedule C-2, page 1
Column [B]: Testimony, All
Column [C]: Column [A] + Column [B]

r
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ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
Docket No W-01303A~07-209
Test Year Ended December 31, zoos

Schedule All-14
Page Hof 2

OPERATING ADJUSTMENT #2 . DEPRECIATION EXPENSE

Line
No.

ACCT
n o .

[A]
ORIGINAL

COST

[B]
DEPREC.

RATE

[C]
DEPREC.
EXPENSE

301000
302000
303000

DESCRIPTION
Intangible Plant
Organization
Franchises
Land & Land Rights
Subtotal  Intangible

471
2,851

205,788
209,110

0.00%
0.00%
000%

787,273
458,858
126,815

28,604
98.125

1,328,185
314

19,682
7,630
2_1 18

572
4,543

22,1B1
8

304100
304200
304300
304400
304600
304800
305000
305000
307000
308000
309000
310000
311200
311300
311500

Source of Supply
Struck 8. Imp SS
Strict & imp P
Struct & Imp WT
Struck & Imp TD
Struct 8. Imp Offices
Struck gt Imp Misc.
Collect 8< impounding
Lake, River & Other Intakes
Wells & Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generating Equipment
Electric Pumping Equipment (Co 311200 gt 311500)
Electric Pumping Equipment - Diesel
Electric Pumping Equipment Other

Subtotal Source of Supply

2,593,662

2.50%
1.67%
1.57%
2.00%
4.63%
1.87%
2.50%
2.50%
2.52%
6.87%
2.00%
4.42%
4.42%
5.00%
5.01%

65,350

146,519
6,713,399

36,032
140,654

12,456,440

8.476
296,732

1 ,802
7,047

434,150

320100
321000
323000
325000
328000
328000

W ater Treatment
Water Treatment Equipment
Structures a Improvements
Other Power Production
Electric Pumping Equipment
Diesel Pumping Equipment
Gas Engine Pumping Equipment
Subtotal Water Treatment

376,947 400%
3.33%
5.00%
5.00%
5.00%
5.00%

15,078

376,947 15,078

Transmission & Distribution
330000 Distribution Reservoirs & Standpipe

331001 &331100 Transmission and Distribution Mains
332000 Services (co. 333000)
334000 Meters (Co, 334100 8< 334200)
335000 Hydrants
336000 Backflow Prevention Devices
339000 Other Plant and Miscellaneous Equipment

Subtotal Transmission & Distribution

1,483,653
15,118,990

5,572,172
3,812,785
2,175,095

1.67%
1.53%
2.48%
2.51 %
2.00%
6.67%
2.00%

24,777
231,321
138,190

95,701
43,502

523
28,163,228

10
533,501

/
340100
340200
340300
341000
342000
343000
344000
345000
346000
346300
347000
349000

General Plant
Office Furniture and Equipment
Computer and Peripheral Equip.
Computer and Software
Transportation Equipment (Co. 341100,341200 a. 341400)
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment Non-Telephone
Communications Equipment- Other
Miscellaneous Equipment '
Other Tangible Plant
Plant Held for Future Use
Subtotal General Plant

717,809
351,250
204,551
745,318

21 ,022
265,669

9,sso
111 .284
243,629
174,928

4.59%
4.49%

37.71%
25.00%

3.91 %
4.02%
3.71%
5.20%

10.30%
4.93%
0.00%
0.00%
0.00%

32,947
15,771
77,136

186,330
822

10,580
355

s,7a7
25,094

8,624

1
2
3
4
5
6
7
8
g

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37 .
38
39
40
41
42
43
44
45
48
47
48
49
50
51
52
53
54
55
55
57
58
59
60

2,845,020 363,545

Total 44,050,745 1,346,274

I
I
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ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
Docket No. W-01303A-07-209
Test Year Ended December 31, 2006

Schedule All-15

OPERATING ADJUSTMENT #3 . PROPERTY TAX EXPENSE

$ $

$ $

$ $

$ $

$ $

$ $

[B]
STAFF

RECOMMENDED
$ 7,688,479

2
15,376,958

9,518,830
24,895,788

3
8,298,596
2

16,597,192
20,865

181,994
16,436,063

23.50%
3,862,475
7.41614%

$

$

[A]
STAFF

AS ADJUSTED
$ 7,688,479

2
15,376,958
7,588,479

23,065,437
3

7,688,479
2

15,376,958
20,865

181,994
15,215,829

23.50%
3,575,720
7.41614%
265,180
297,758
(32,578)

LINE
NO.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

DESCRIPTION
Staff Adjusted Test Year Revenues - 2005
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to increase in Revenue Requirement

$

$

286,447
265.180
21,266

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

21,266
1,830,351

1.161862%

r
REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1
Line 21: Line 19 - Line 20
Line 23: Schedule All-1
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ARIZONA AMERICAN WATER COMPANY - SUN CITY WATER DISTRICT Schedule All-16
Docket No. W-01303A-07-209
Test Year Ended December 31, 2006

OPERATING INCOME ADJUSTMENT #4 - INCOME TAX EXPENSE

LINE
n o .

1
2

DESCRIPTION
Income Taxes
Total

[A]
COMPANY
PROPOSED
$ (86,355)
$ (86,355)

[B]
STAFF

ADJUSTMENTS

$ 33,687
$ 33,687

[C]
STAFF

RECOMMENDED
$ (52,668)
$ (52,668)

References;
Column (A), Company Schedule C-2
Column (B): Column (C) - Column (A)
Column (C): Schedule All-2

1
\
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY ... SUN CITY WATER DISTRICT

DOCKET NO. W-01303A-07-0209

On April 2 , 2007, Arizona -Ame rica n Wa te r Compa ny-S un City Wa te r Dis trict ("S un
City Wa te r Dis trict" or "Compa ny") tile d a n a pplica tion for de te rmina tion of the  curre nt va lue  of
its  utility plant and prope rty and for increases  in its  ra te s  and cha rges . Also, the  Company seeks
Commiss ion pre -approva l of its  proposed public sa fe ty capita l improvements  a s  we ll a s  a  re la ted
surcha rge  me cha nism. S ta ffs  te s timony in this  ins ta nce  a ddre s se s  the  Compa ny's  re que s t for
public sa fe ty surcha rge  me cha nism. In a ddition, S ta ff a ddre sse s  a  re vis ion to its  re comme nde d
revenue  requirement.

On  Octobe r 15 , 2007 , S ta ff file d  its  Dire c t Te s timony re comme nd ing  a  re ve nue
re quire me nt of $9,518,830, ba s e d on a  ra te  of re turn of 7.40 pe rce nt. S ta ff ha s  re vis e d its
recommended ra te  of re turn to 7.60 pe rcent, re sulting in revenue  requirement of $9,602,228 As
discusse d by S ta ff Witne s s , S te ve  Irvine , S ta ff' s  re comme nde d ra te  de s ign is  ba s e d on the
revised revenue  requirement of $9,602,228

In De cis ion No. 67093, be ginning a t pa ge  59, Line  25, the  Commis s ion re que s te d
Arizona -Ame rica n  to  form a  Fire -flow Ta s k Force  ("Ta s k Force "), compris e d  prima rily o f
s ta ke holde rs  in the  towns  of S un City a nd Youngs town. The  Ta s k Force  wa s  re que s te d to
de te rmine  if the  "... wa te r production capacity, s torage  capacity, wa te r lines , wa te r pressure , and
fire  hydra nts  of Youngs town a nd S un City a re  sufficie nt to provide  the  fire  prote ction ca pa city
tha t is  de s ire d by e a ch community." The  Ta sk Force  ha s  de te rmine d tha t $3.1 million of ca pita l
inve s tme nt is  re quire d  to  upgra de  S un City Wa te r Dis trict's  s ys te ms  to  me e t de s ire d  fire
prote ction s ta nda rds . Arizona -Ame rica n ha s  indica te d its  de s ire  to imple me nt the  Ta sk Force 's
re comme nda tions . Howe ve r, the  Compa ny s ta te s  tha t due  to its  cons tra ine d fina ncia l pos ition
and the  discre tiona ry na ture  of the  required capita l inves tment, Commiss ion pre~authoriza tion of
the  proje cts  is  ne ce s s a ry for it to fina nce  the  proje cts . Als o, the  Compa ny s e e ks  Commis s ion
pre -a pprova l of a  public s a fe ty s urcha rge  me cha nis m tha t would  e na ble  it time ly re cove r
inve s te d ca pita l cos ts . Ba s e d on the  Compa ny's  proje ctions , the  re comme nde d s ys te m
improvements  will be  implemented in phases , commencing from 2009. The  Company projects  a
S te p-l s urcha rge  of $00347 pe r 1,000-ga llons  in 2009, culmina ting in a n a nticipa te d S te p-4
surcha rge  of $0.17 pe r 1,000-ga llons  in 2012. Ba se d on a  me dia n consumption le ve l of 6,300-
ga llons , the  monthly b ill impa ct would  be  $0 .11  in  2009, pe a king  a t $1 .07  in  2012. The
Company proposes  to te rmina te  its  proposed public sa fe ty surcha rge  when the  capita l cos ts  a re
ra te  based in its  next ra te  tiling.

1.r

S ta ff re comme nds  a pprova l o f the  Compa ny's  p ropos e d  public  s a fe ty s urcha rge
me cha nis m for S un City Wa te r Dis trict. S ta ff" s  re comme nda tion is  ba se d on the  s ignifica nt
capita l improvement required for the  systems upgrades, the  unique  na ture  of the  prob acts  and the
re porte d community support for the  re comme nda tions  of the  Ta sk Force . S ta ff a gre e s  with the
Compa ny tha t its  proposa l in this  proce e ding is  s imila r to Commiss ion a pprove d Arse nic Cos ts
Re cove ry Me cha nis m ("AcRlvI"). As  a  re s ult, S ta ff re comme nds  tha t the  Commis s ion impos e



the  s a me  conditions  a pprove d for the  ACRM, in De cis ion No. 66400, on the  propos e d public
sa fe ty surcha rge  mechanism for Sun City Wate r Dis trict.



Dire c t Te s timony of Ale xa nde r S ha de  Iggie
Docke t No. W-01303A-07-0209
P a ge  1

f

1 INTRODUCTION

2

3

Please state your name and business address.

My name is Alexander Shade Iggie. My business address is 1200 West Washington

4 Street, Phoenix, Arizona 85007.

5

6 Q-

7

Are you the same Alexander Shade Iggie who tiled Direct Testimony on rate base

and revenue requirement on October 15, 2007?

8 A. Ye s .

9

1 0 P UR P O S E  O F  TE S TIMO NY

11 Q-

1 2

1 3

Briefly describe the purpose of your Direct Testimony in this instance.

My testimony in this instance addresses :

(1) Revision to Staffs recommended revenue requirement and,

1 4

1 5

1 6

1 7

1 8

(2 ) S ta ff' s  a na lys is  a nd  re comme nda tions  re ga rd ing  Arizona -Ame rica n  Wa te r

C o m p a n y' s  ("Ariz o n a -Am e ric a n " o r  "C o m p a n y")  re q u e s t  fo r  th e  Ariz o n a

Corpora tion  Commis s ion  ("Commis s ion") to  a pprove  a  P ublic  S a fe ty S urcha rge

Me cha nis m for its  S un City Wa te r Dis tric t.

1 9

20

2 1

REVENUE REQUIREMENT

What was Staff's recommendation for revenue requirement in its October 15, 2007Q

filing

23 A S ta ff re comme nde d a  re ve nue  re quire me nt of $9 ,518 ,830 , ba s e d  on  a n  ove ra ll ra te  of

return of 7.40 percent

A.

A.

Q.

W-01303A-07-0209
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1 Ha s  S ta ffs  re comme nde d ra te  of re turn cha nge d s ince  the  Octobe r 15, 2007 filing?

2

Q-

A. Ye s . As  ind ica te d  in  S ta ff witne s s , Mr. S te ve  In /ine 's ,  e rra ta  filing , S ta ff is  now

3

4

5

re comme nding a  ra te  of re turn of 7.60 pe rce nt, a n incre a s e  of 20-ba s is -points  ove r its

pre vious  re comme nda tion of 7.40 pe rce nt. Mr. Irvine  e xpla ins  tha t this  cha nge  corre cts

for S ta ffs  ina dve rte nt inclus ion of the  Tolle s on Obliga tion in its  re comme nde d ca pita l

6 s tructure  a nd cos t of de bt.

7

8 What is the impact of Staffs revised rate of return on revenue requirement?

9

1 0

1 1

Staffs revised rate of return of 7.60 percent results in a revenue requirement of

$9,602,228, an increase of $83,398 over Staffs prior recommendation of $9,518,830

Staffs rate design is based on its recalculated revenue requirement of $9,602,228

12

.13 Q-

14

Ha s  S ta ff tile d  e rra ta  s che dule s  to  re fle c t its  re v is ion  to  re ve nue  re qu ire m e nt?

No . S ta ff ha s  de te rm ine d tha t it would  be  m ore  e ffe c tive  to  file  re vis e d s che dule s  tha t

15 encompass  a ll necessary revis ions  with its  Surrebutta l Testimony.

16

1 7 P UBLIC S AFE TY S URCHARGE ME C HANIS M

18.Q.
1 9

20

2 1

22

23

24

25

P le a s e  p rovide  a  b rie f h is to ry re ga rd ing  S un  City Wa te r Dis tric t's  P ub lic  S a fe ty

propos a l.

The  Commis s ion in De cis ion No. 67093, be ginning a t pa ge  59, Line  25, orde re d the

Compa ny to  fon t a  F ire -flow Ta s k Fo rce  ("Ta s k Fo rce "),  compris e d .  p rima rily o f

s takeholde rs  in the  towns  of Sun City and Youngtown. The  Task Force  was  reques ted to

de te rmine  if the  "... wa te r production ca pa city, s tora ge  ca pa city, wa te r line s , wa te r

pre s sure , a nd tire  hydra nts  of Youngtown a nd S un City a re  sufficie nt to provide  the  fire

protection capacity tha t is  des ired by each community."

A.

A.

A.

W-01303A-07-0209
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1 P urs ua nt to De cis ion No. 67093, the  Compa ny forme d a  Fire ~fiow Ta s k Force  ("Ta s k

Th e  Ta s k Fo rce  wa s2

3

4

Fo rce "),  in  Oc to b e r,  2 0 0 4 . compris e d  o f ind ividua ls  a nd

organiza tiona l representa tives  Nom both Sun City and Youngstown, including the  Sun City

Taxpayers  Associa tion, Sun City Homeowners  Associa tion, the  Recrea tion Cente rs  of Sun

5

6

7

8

City, Sun City Condominium Associa tion, Sun City Fire  De pa rtme nt, City of Surprise  Fire

De pa rtme nt, Youngs town Ba ptis t Villa ge , a nd Town of Youngtown. The  Ta sk Force  ha s

concluded tha t a  $3.1 million capita l improvement would be  required to upgrade  Sun City

Wate r Dis trict's  sys tems to mee t des ired tire  protection s tandards .

9

1 0 Q. Doe s  Arizona -Ame rica n s upport the  re comme nda tions  of the  Ta s k Force ?

1 1 Ye s . Arizona -Ame rica n a gre e s  with the  Ta s k Force  tha t s ignifica nt ca pita l inve s tme nts

1 2

1 3

1 4

would be  re quire d to  upgra de  its  S un City Wa te r Dis trict's  s ys te ms  to  e nha nce  fire

prote ction within its  ce rtifica te d a re a . Howe ve r, the  Compa ny is  conce rne d tha t it doe s

not ye t have  the  Commiss ion's  approva l for wha t it re fe rs  to a s  a  discre tiona ry inves tment

progra m. As  a  re s ult, the  Compa ny is  propos ing a  S un City Wa te r Dis trict Fire  How

S urcha rge  Me cha nism ("FCRM") tha t would e na ble  it comme nce  re cove ry of the  ca pita l

cos ts  a ssocia ted with implementing the  Task Force 's  recommenda tions , immedia te ly upon

comple tion of each phase  of the  projects

20 Q What is Arizona-American's proposal regarding Sun City Water District's Fire Flow

22 A

proje cts

Accord ing  to  Mr. Brode rick, s ta rting  a t pa ge  4  o f h is  Dire c t Te s timony, "Arizona

Ame rica n a sks  tha t the  Commiss ion pre -a pprove  ce rta in fire  flow improve me nt proje cts

and a lso approve  an associa ted ra te  surcharge  mechanism to recover these  capita l costs

The  Compa ny is  re que s ting tha t the  Commis s ion a uthorize  it to e nga ge  in the  ca pita l

A.

W-01303A-07~0209
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l

2

improve me nts  re comme nde d by the  Ta s k Force , a nd tha t the  Commis s ion a pprove  a

FCRM, which would e na ble  it imple me nt imme dia te  re cove ry of its  inve s tme nt through a

3 s urcha rge , whe n it be gins  to incur ca pita l cos ts  from 2009 .

4

Q. What are the elements of the Company's proposed FCRM for Sun City Water

6 District?

7

8

9

1 0

12

1 3

The  Compa ny s ta te s  tha t its  propos e d FCRM is  s imila r to the  Commis s ion a pprove d

Ars e nic Cos t Re cove ry Me cha nis m ("ACRl\/I"), e xce pt tha t it ma y ha ve  four (4) S te p

Increases , and an automatic implementa tion of each Step Increase , 45 days subsequent to

e a ch filing. The  Compa ny propos e s  to ma ke  a  filing for S ta ff a nd inte rve ne rs  re vie w,

upon comple tion of e a ch proje ct pha s e  of the  S un City Wa te r Dis trict's  public s a fe ty

projects . Upon filing, S ta ff and inte rveners  would have  45 days  to recommend changes  to

its  proposed S tep Increa se . If the re  a re  no e xce ptions  to the  Compa ny's  filing or the

e xce ptions  a re  a cce pte d by the  Compa ny, the  re que s te d S te p Incre a s e  will be come

effective  without furthe r Commiss ion action. The  Company sugges ts  tha t its  proposa l will

mitiga te  de la ys  a s  e xpe rie nce d by it in  the  P a ra dis e  Va lle y ACRM S te p-l incre a s e

Fina lly, the  Company proposes  to te rmina te  collection of its  proposed surcharge , when the

capita l cos ts  re la ting to its  public sa fe ty projects  a re  ra te -based in a  201 l ra te  filing

Th e  C o m p a n y s ta te s  th a t if th e  C o m m is s io n  d o e s  n o t a p p ro ve  its  p ro p o s e d  4 5 -d a y

a utoma tic  FCRM imple me nta tion  c la us e , the  Commis s ion s hould  a uthorize  it to  a cc rue

pos t~in  s e rvic e  Allowa nc e  fo r Funds  us e d  During  Cons truc tion  ("AFUDC") on  the  fire

flow pla nt. The  Compa ny a rgue s  tha t its  propos e d  pos t-in  s e rvice  AFUDC will mitiga te

a ny ha rm tha t could re s ult from re gula tory la g

5

W-01303A-07-0209

A.
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1

2

Why does the Company request Commission approval of a FCRM for its Sun City

Water District?

3

4

5

6

7

8

9

1 0

11

1 2

The Company states the cost of implementing system enhancements for public safety in

the Sun City Water District is beyond normal capital improvements necessary for

provision of service. Although, the Company suggests that the system enhancements

recommended by the Task Force are discretionary, it seems to agree that a significant

capital improvement is required to provide adequate fire protection in the Sun City Water

District. Further, the Company states that while it is willing to finance the proposed

capital improvements, the Commission should approve a FCRM to insure timely recovery

of its investment. Mr. Broderick at page 8, states that "Arizona-American's present

financial condition is so difficult that it cannot undertake any discretionary capital

investment in Arizona without immediate recovery." Another reason for the Company's

request is that the substantial capital refund due to Anthem's developer, Pulte Homes

2008, will strain its cash-flow at the time of the proposed public safety prob eats

1 6 Q Has the Company examined other means of capital costs recovery beyond its

proposed surcharge

1 8 A According to the Company, it analyzed the use of hook-up fees for recovery of its fire

flow capital investments in the Sun City Water District. It found that because Sun City

Water District is fully built-out and lacks material growth in customer base, the use of a

hook~up fee will not be effective for cost recovery

W-01303A~07-0209

A.

Q.
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1 Q. Ha s  S ta ff re vie we d the  Ta s k Force  Re port re ga rd ing  S un  City Wa te r Dis tric t's  fire

2 How upgra de ?

3

4

5

6

7

Ye s . S ta ff' s  e ngine e ring a na lys is  indica te s  tha t the  Ta sk Force  re comme nde d sys te m-

wide  upgrade  could adequa te ly a llevia te  the  conce rns  re la ting to public sa fe ty in the  Sun

City Wa te r Dis trict. Furthe r, S ta ff found tha t the  Compa ny's  propos e d tire  flow ca pita l

improve me nts  could be  a ccomplishe d a t a  le s se r cos t of $2,670,602, tha n the  propose d

$3.1 million.

8

9 Q.

1 0

Does Staff support the Company's request for the Commission to approve a FCRM

for capital costs recovery outside of a rate-case"

11 Yes. Ordina rily, S ta ff would be  oppos e d to the  Compa ny's  re que s t for Commis s ion

1 2 a pprova l of a  me cha nis m tha t a llows  for re cove ry of pla nt inve s tme nt outs ide  of a  ra te

proceeding. S ta ff finds  tha t the  proposed public sa fe ty projects  a re  s ignificant in cos t and

do not cons titute  norma l wa te r s ys te m upgra de . Ba s e d on the  Ta s k Force  Re port, the

propos e d fire  flow ca pita l improve me nts  s e e m impe ra tive  for public s a fe ty in S un City

Wa te r Dis trict's  ce rtifica te d a re a . Furthe r, the  Compa ny ha s  indica te d its  willingne s s  to

make  the  initia l inves tments , a s  long a s  it could s ta rt recovery of such cos ts  expeditious ly

Sta ff finds  tha t an FCRM would enable  the  Company to make  the  necessa ry investment in

the  propose d public sa fe ty prob e cts  in a  time ly ma nne r. Fina lly, the  re porte d community

support for the  proposed public sa fe ty projects  suggest tha t there  is  the  desire  for the  Task

Force  recommendations to be  implemented soon

W-01303A-07-0209

A.

A.
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1 Q-

2

3

4

5

6

7

8

Wha t is  the  a nticipa te d impa ct of the  Compa ny's  propos e d public s a fe ty s urcha rge

on ra te pa ye rs  in the  S un City Wa te r Dis trict?

The  Compa ny e s tima te s  tha t its  propos e d public s a fe ty s urcha rge s  will re s ult in ra te

incre a se s  ra nging from 2.10 pe rce nt in 2009, up to 3.6 pe rce nt in 2012, ove r the  curre nt

ra tes . The  propose d surcha rge s , ba se d on the  Compa ny's  e s tima te d ca pita l cos ts  a re

$0347/1,000-ga110ns in 2009, $0.072/1,000-ga llons  in 2010, $0.11/1,000-ga llons  in 2011,

a nd $0.17/1,000-ga llon in 2012. At a  me dia n consumption of 6,300-ga llons  a  month, the

proposed public safe ty surcharge  will increase  ra tes  by $0.11 in 2009 and S1 .07 in 2012.

9

1 0

1 1

1 2

1 3

P le a se  comme nt on the  Compa ny's  propose d public s a fe ty surcha rge s .

The  Company's  proposed surcharges  a re  based on $3.1 million capita l cos ts  for the  public

sa fe ty sys tem improvements . Ba se d on S ta ff' s  propose d ca pita l cos t of a pproxima te ly

$2.6 million, the  Compa lly's  e s tima te d surcha rge s  will be  le s s  tha n propose d. Exce pt for

costs  over-run, the  Company's  proposed surcharges reflect a  worst case  scenario.1 4

1 5

1 6 Q- What is the Company proposed rate design for its requested FCRM for Sun City

1 7 Wa te r Dis tric t?

1 8 The  Compa ny propose s  to re cove r its  ca pita l cos ts  through a  monthly surcha rge  tha t is

1 9 ba s e d on cons umption le ve ls . In othe r words , the  Compa ny is  propos ing to re cove r its

20 ca pita l cos t through a  FCRM tha t is  sole ly ba se d on a  commodity ra te . The  Compa ny's

2 1 propose d surcha rge  ra te  will incre a se  upon comple tion of e a ch pha se  of the  proje ct, to

re fle ct a dditiona l ca pita l inve s tme nt. S ta ff is  not oppos e d to this  propos a l. (S ta ff would

note  tha t the  Commis s ion in  De cis ion 66400 a dopte d its  re comme nda tion to  a llow

recovery of 50 pe rcent of a rsenic improvement capita l cos ts  through a  monthly surcha rge

W-01303A~07-0209

A.

A.

A.
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1 tha t is  ba s e d  on  me te r s ize , while  the  s e cond 50  pe rce nt wa s  a s s e s s e d  through a

2 commodity ra te .)

'1
D

4 Q. Did the Company propose recovery of operating and maintenance costs relating

5 public s a fe ty prote ction in this  filing?

6 No . S ta ff s  a na lys is  indica te s  the  ope ra ting a nd ma inte na nce  cos ts  ("O&M") will be

7 minima l, if a ny, for the  propose d sys te ms  upgra de . Unlike  a rse nic re me dia tion, the re  will

8 be  no cos ts  of me dia  re pla ce me nt or a ny known ma te ria l ma inte na nce  cos ts  a s socia te d

9 with the  proposed projects . Although S ta ff cannot de te rmine  with any ce rta inty, it appea rs

1 0 th e re  c o u ld  b e  ma in te n a n c e  c o s t s a vin g s  re s u ltin g  fro m th e  p ro p o s e d  s ys te m

11 improve me nts . In the  e ve nt tha t the  S un City Wa te r Dis trict incurs  a ny O&M cos ts , such

costs should be deferred to the next rate  case

14 Q Please comment on the Comp°any'sproposed process for implementingstep increases

through its  propos e d FCRM

1 6 A Sta ff obje cts  to the  Compa ny's  proposa l tha t its  filings  for s te p incre a se s  through FCRM

be  s ubje ct to a utoma tic imple me nta tion 45 da ys  from the  da te  of filing without furthe r

Commiss ion approva l. While  the  Company sugges ts  tha t this  proposa l will be  appropria te

a bs e nt of a ny dis a gre e me nt be twe e n the  Compa ny, S ta ff a nd inte rve ne rs , it did not

propose a lternate  means of resolving disagreements amongst the  parties

w-01303A_07-0209

A.
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1 Q. Wha t is  S ta ff's  pre fe rre d proce dura l forma t for a pprova l of s te p incre a s e s ?

2 S ta ff pre fe rs  a doption of the  s a me  forma t a pprove d for AC R M in De cis ion No. 66400.

3 Staff agrees  with the  Company's  request for a  45 day review period for each s tep increase .

4 During this  re vie w pe riod, S ta ff a nd inte rve ne rs  would ha ve  the  opportunity to a udit the

5 filing a nd s e e k a dditiona l dis cove ry re la ting to the  Compa ny's  propose d S te p Incre a se .

6 Abse nt a ny disa gre e me nt be twe e n the  pa rtie s , S ta ff will is sue  a  re comme nda tion for the

7 Commission's  approva l. In the  event of disagreements  be tween the  parties , an acce le ra ted

8 he a ring may be requested by any pa rty to the  proceeding, to examine the dis pute d is s ue s .

9 I f a hea ring is he ld, the He a ring Divis ion will issue a Re comme nde d Orde r for the

10 Commiss ion's  cons ide ra tion.

11

12 Q. Did the Company propose an Earnings Test for its suggested Step increases?

13 No .

14

15 Is Staf f  recommending an Earnings Test for the Company's proposed Step

16 Increases?

17 Ye s . S ta ff re comme nds  tha t the  Commis s ion re quire  the  Compa ny to s ubmit the  s a me

18 schedule s  approved for ACRM, demons tra ting Sun City Wate r Dis trict's  current ea rnings ,

19 a t the  time  of each filing. S ta ff" s  recommended ea rnings  te s t will enable  the  Commiss ion

20 to de te rmine  if the  Sun City Wate r Dis trict is  over ea rning its  approved ra te  of re turn a t the

2 1 time  it file s  for e a ch S te p Incre a s e . If the  Commis s ion de te rmine s  tha t S un City Wa te r

A.

W~01303A-07-0209

A.

A.

Q.
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l Dis trict is  ove r e a rning its  a uthorize d ra te  of re turn, its  re que s te d S te p Incre a s e  will be

2 adjusted to reflect excess earnings.

q
J

4 Q. Doe s  S ta ff re comme nd  a ny S te p  Incre a s e  filing  re qu ire me n ts  fo r the  Compa ny's

5 propos e d FCRM?

6 Yes . S ta ff re commends  the  same  filing requirements  approved for the  ACRM, comprised

7 of the  following schedule s :

8 i. The  mos t curre nt ba la nce  she e t a t the  time  of filing

9 ii. The  mos t curre nt income  s ta te me nt

1 0 iii. An e a rnings  te s t sche dule  (cons is te nt with De cis ion No. 66400)

iv. A ra te  re vie w sche dule  (including the  incre me nta l a nd pro forma  e ffe cts  of

1 2 the proposed increase)

1 3 v. A re ve nue  re quire me nt ca lcula tion
/

1 4 vi. A s urcha rge  ca lcula tion

1 5 vii. An adjus ted ra te  ba se  schedule

1 6 viii.  A CW IP  le d g e r (for e a ch proje ct s howing a ccumula tion of cha rge s  by

1 7 month and pa id vendor invoices)

1 8 ix. Ca lcula tion of the  a lloca tion fa ctors

1 9 x. A typica l bill ana lys is  unde r pre sent and proposed ra te s .

20 xi. The  Compa ny propos e d filing for imple me nta tion of a  s urcha rge , upon

2 1 comple tion of each s tage  of the  project be  subject to further approva l of the

('

W-01303A-07-0209

A.
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Commis s ion. Furthe r, S ta ff re comme nds  the  Compa ny's  filing me e t the

Earnings  Tests  adopted by the  Commiss ion in Decis ion No. 66400

3 Q Does this conclude your testimony

W-0]303A-07-0209
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY ... SUN CITY WATER DISTRICT

DOCKET no. W-01303A_07_0209

The Surrebuttal Testimony of Staff witness Alexander Shade Iggie addresses the following
issues

Public Safety Surcharge: T he Company's  purpor ted disagreement  with S ta ff ' s
recommendation regarding Fire-flow Cost Recovery Mechanism is premature. Staff
notes that all elements relating to the prob ects will be subject to proper scrutiny each time
it completes a phase and tiles for implementation of a surcharge. Such scrutiny will
include inspection of completed projects, audit of financial records relating to the project
earnings test and any other procedure deemed appropriate by interested parties in such
future proceedings. However, Staff reaffirms that its costs estimate of $2.7 million is
appropriate for the Company's proposed public safety improvement projects

Revenue Requirement: S ta ff  r ecommends a  r evenue requirement  of  $9,632,55l,
resulting in an operating income of $1,922,490 or a 7.60 percent rate of return on an
Original Cost Rate Base ("OCRB") of $25,295,921. Staffs recommendation is $38,518
less than the Company's proposal of $9,671,069 The Company's proposal results in an
operating income of $1,912,095 or  a  rate of return of 7.69 percent on an OCRB of
$24,960.997

Rate Base: Staffs recommended OCRB of $25,295,921 reflects the transfer  of the
Eastern Division plant to the Mohave District. Staff reaffirms that its calculation of
accumulated depreciation appropriately corrects for accounting errors in the Colnpany's
financial records for plant items disallowed in the 2001 rate case

Operating Income: Based on the Company's  acceptance of the Residentia l Utility
Consumer Office's operating income adjustments relating to fuel and purchased power
as well as waster disposal, Staff has incorporated those adjustments in its surrebuttal
tiling. Staff has accepted the Company's proposed rate case expense and depreciation
expense. Also, Staff has reflected an appropriate level of the Company's proposed tank
painting expense in its determination of revenue requirement.  Because the Company
intends to tile its next rate case in 2012, Staff has normalized its recommended rate case
expense and tank maintenance expense over four years. Staffs revisions result in an
adjusted test year operating income of $734,820
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 My name is  Alexander Shade  Iggie . My business  address  is  1200 West Washington

4 Stree t, Phoenix, Arizona  85007.

5

6 Q-

7

Are you the same Alexander Shade Iggie who filed Direct Testimony on rate base

and revenue requirement on October 15, 2007?

8 A. Yes .

9

1 0 PURPOSE OF TES TIMONY

11 Q. Brie fly de s cribe  the  purpos e  of your S urre butta l Te s timony in this  ins ta nce .

1 2

1 3

1 4

My Surrebuttal Testimony presents Staffs position on issues raised by Arizona-American

Water Company ("Arizona-American" or "Company") in its  Rebuttal Testimony on rate

base, revenue requirement and Public Safety projects.

1 5
1

1 6 REVENUE REQUIREMENT

1 7 Q. Please summarize Staffs revised recommendation regarding revenue requirement.

1 8

1 9

20

21

22

S ta ff re comme nds  a  re vis e d re ve nue  re quire me nt of $9,632,551, which re s ults  in a n

ope ra ting income  of $1,922,490 or a  ra te  of re turn of 7.60 pe rce nt on a n Origina l Cos t

Ra te  Ba s e  ("OCRB") of $25,295,92l. S ta ffs  re comme nda tion is  $38,518 le s s  tha n the

Compa ny's  propos a l of $9,67l,069. The  Compa ny's  propos a l re s ults  in a n ope ra ting

income  of$l,9l2,095 or a  ra te  of re tum of7.69 pe rce nt on a n OCRB 0f$24,960,997.

23

W-01303A-07-0209

A.

A.

A.
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1 RE S P O NS E  TO  RE BUTTAL TE S TIMO NY O F THO MAS  M. BRO DE RICK

2 P UBLIC S AFETYS URCHARGE

3 Q-

4

Has the Company accepted Staffs recommendation regarding Fire-Flow Surcharge

Mechanism?

5

6

Based on Mr. Brode rick's  Rebutta l Tes timony, it appea rs  tha t the  Company has  accepted

S ta ffs  re comme nda tion to a dopt a  Fire -Flow Cos t Re cove ry Me cha nis m ("FCRM") tha t

7 is  cons is te n t with  the  Arizona  Corpora tion  Commis s ion  ("Commis s ion") a pprove d

8

9

1 0

Arse nic Re me dia tion Cos t Re cove ry Me cha nism ("ACRM"). Howe ve r, the  Compa ny ha s

indica te d some  disa gre e me nts  with S ta ffs  cos ts  e s tima te  for imple me nting its  propose d

public sa fe ty projects .

11

1 2

1 3

1 4

1 5

1 6

Wha t is  the  Compa ny's  d is a gre e me nt with  S ta ffs  s ugge s te d  cos t e s tima te s  for its

propos e d public s a fe ty proje cts ?

The  Compa ny is  conce rne d a bout S ta ffs  cos ts  e s tima te  of a pproxima te ly $2.7 million

because  it is  le ss  than its  projected cos t of $4.9 million. S ta ff rea ftirms  tha t its  e s tima te  of

$2.7 million is  repre senta tive  of an appropria te  leve l of cos ts  nece ssa ry to e ffectua te  the

1 7 Howe ve r, S ta ff conce de s  tha t its  cos ts

1 8

Compa ny's  propos e d public s a fe ty proje cts .

es timate  of $2.7 million may not represent the  worst-case  scenario.

1 9

20 Q. Is it necessary to establish a specific cost for the Company's proposed public safety

21 projects in thisproceeding?

22 No . S ta ff finds  tha t it is  pre ma ture  to  e s ta blis h or a rgue  for a  s pe cific cos t for the

23

24

25

Compa ny's  propos e d public s a fe ty improve me nts  proje cts , in this  ins ta nt proce e ding.

Cons is te nt with the  me thodology e s ta blishe d for a rse nic re me dia tion cos t re cove ry, the

Compa ny's  a ctua l cos ts  of imple me nting its  propos e d public s a fe ty proje cts  will be

W-01303A-07-0209

A.

A.

Q.

A.
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1

2

3

s ubje ct to  prude nce  re vie w e a ch  time  Ir tile s  for imple me nta tion  of a  public  s a fe ty

s urcha rge . During e a ch filing, the  Compa ny's  comple te d proje cts  will be  e xa mine d for

used and usefulness, and for reasonableness of incurred costs.

4

5 Q- Did  S ta ff m is u n d e rs ta n d  Ariz o n a -Am e ric a n ' s  ra te  d e s ig n  fo r  th e  lire -flo w

6

7

s urcha rge ?

No. Aga in, it is  S ta ff" s  pos ition tha t a ny dis cus s ions  re la ting to ra te  de s ign for public

8 future  proce e dings  whe n Arizona -Ame rica n s e e ks

9

s a fe ty s urcha rge  be  de fe rre d to

recovery of actua l cos ts .

1 0

11 RA TE CAS E EXP ENS E

1 2

1 8

1 4

Ple a se  comme nt on the  Company's  revis ed ra te  case  expense .

S ta ff ha s  a cce pte d the  Conlpa ny's  re vis e d ra te  ca s e  e xpe ns e  or re gula tory e xpe ns e .

Cons is tent with Mr. Brode rick's  a sse rtion tha t the  next ra te  ea se  will be  tiled no la te r than

1 5 May 31, 2012, S ta ff recommends  normalizing the  Colnpany's  ra te  case  expense  over four

1 6 years. Please  see  Broderick a t page 9, lines 6 and 7.

1 7

1 8 Q. What is the impact of Staff's recommendation on rate case expense'

1 9

20

2 1

22

As  shown on S urre butta l S che dule  AH-4, S ta ffs  re comme nda tion re sults  in a  ra te  ca se

e xpe ns e  of $23,566, $926 le s s  tha n S ta ffs  prior re comme nda tion of $24,492. S ta ffs

re comme nda tion is  $7,856 le s s  tha n the  Compa ny's  propos a l of $31,422, due  to its

proposal to amortize  the  same level of ra te  case  expense over three  years.

23

W-01303A-07-0209

r

A.

A.

Q.

A.

l l IIII ill_ll
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l RES P ONS E TO REBUTTAL TESTIMONY OF LINDA GUTDWSKI

2 RATE EASE

3 Q.

4

5

Please comment on the Company's revised rate base.

The Company states in its rebuttal testimony that except for Staffs recommended level of

accumulated depreciation, it has accepted Staffs adjustments to its filed rate base.

6

7 Accumulated Depreciation

8 Q. What is the Company's exception to Staff's recommended level of accumulated

9 deprecia t ion"

1 0

11

1 2

The Company claims that Staffs calculation of accumulated depreciation is inappropriate

because it did not include accumulated depreciation for the intervening years between the

prior test year end (December 200l) and the effective date of Commission Order

13 ("Order") in that proceeding. The Company argues that since the Order in the last

1 4

1 5

1 6

1 7

proceeding was dated July 2004, plant items disallowed by the Order should be removed

from rate base on the effective date. Please see Gutowski, at page 2, Lines 5 .__ ll. Based

on this premise, the Company contends that accumulated depreciation in this proceeding

should be accrued for plant items denied in the last proceeding, from December 2001

1 8 through July 2004.

1 9

20 Q- What is the impact of the Company's adopted theory on its calculated accumulated

2 1 depreciation?

22

23 As a result,

24

The Company's method results in an accumulated depreciation of $l7,09l,410, $345,218

over Staffs recommended accumulated depreciation of $16,746,192 the

Company understates its rate base by $345,218.

y

w-01303A-07_0209

A.

A.

A.
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1 Q~

2

Please comment on the Company's hypothesis regarding the impact of the

Commission Order on disallowed plant and the related accumulated depreciation in

3 a rate proceeding.

4

5

6

7

8

9

The  Company's  inte rpre ta tion of the  impact of the  Commiss ion Orde r on disa llowed plant

ite ms  is  fla we d a nd incons is te nt with s ound ra te  ma king principle s . The  Commis s ion

authorized leve l of revenue  requirement in the  la s t proceeding was  based on a  2001 te s t

yea r, which required ma tching of cus tomer count, ra te  base  and opera ting expenses  a s  of

te s t ye a r e nd. P la nt ite ms  dis a llowe d by the  Commis s ion Orde r in the  2001 ra te  ca s e ,

were  re flected in the  ca lcula tion of the  approved ra te  base , and thus  the  approved leve l of

1 0 As  a  re s ult, the  Commis s ion in  its  de cis ion

1 1

re ve nue  re quire me nt in tha t proce e ding.

incorpora te d disa llowe d pla nt in the  ca lcula tion of gross  utility pla nt in se rvice  a s  we ll a s

1 2 the  re la te d a ccumula te d de pre cia tion. Although the  Commis s ion  Orde r in  the  2001

13

1 4

proceeding was da ted July 2004, a ll ra te  making e lements  were  established based on 2001

year end balances.

Furthe r, the  Compa ny's  a s s e t"tion tha t be ca us e  the  Commis s ion Orde r in  the  2001

proce e ding wa s  da te d July 2004, disa llowe d pla nt should be  e limina te d a s  of the  da te  of

the  de cis ion is  fla we d. The  da te  of the  Commiss ion Orde r did not move  the  te s t ye a r in

the  la s t proceeding from December 2001 to July 2004. For example , the  approved leve l of

ope ra ting e xpe nse s , such a s  purcha se d powe r, did not cha nge  from 2001 le ve ls  to the

Compa ny's  incurre d cos ts  in 2004. As  a  re s ult, the  Compa ny's  a uthorize d re ve nue

requirement in the  2001 ra te  case  does not reflect 2004 cost of service

W-01303A-07-02.09

A.
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I Q- Could there be an instance when the effective date of an Order becomes the effective

2 da te  of ce rta in e le me nts  of ra te  ma king?

3 Ye s .

4

For e xa mple , if the  Commis s ion  a pprove s  ne w de pre cia tion  ra te s  in  a  ra te

proceeding, the  new ra tes  become effective  as  of the  da te  of Commission Order.

5

6 Q.

7

Wha t is  the  purpos e  of S ta ffs  re comme nda tions  to re move  pla nt ite ms  dis a llowe d in

the  la s t proce e ding?

8

9

1 0

11

S ta ffs  a djus tme nts  corre ct for a ccounting e rrors  in the  Compa ny's  fina ncia l re cords .

When plant items a re  disa llowed based on a  te s t yea r, such plant items a re  deemed to be

disa llowed a s  of the  te s t yea r end. These  adjus tments  correctly e limina te  plant items  tha t

we re  dis a llowe d in the  la s t ra te  ca se  from gros s  utility pla nt in s e rvice , a s  of De ce mbe r

1 2 2001.

1 3

1 4 Q- Wha t is  the  impa ct of S ta ff's  re comme nde d le ve l of a ccumula te d de pre cia tion on ra te

1 5 base?

1 6

1 7

1 8

1 9

Be ca us e  S ta ffs  re comme nde d  le ve l o f a ccumula te d  de pre c ia tion  is  le s s  tha t the

Company's  proposa l, it re sults  in a  highe r ra te  base  than tha t proposed by the  Company.

The re fore , S ta ff" s  re comme nda tion is  be ne ficia l to the  Compa ny in tha t it re s ults  in a

higher leve l of revenue  requirement.

20

w-01303A-07-0209

l II in l Hun 1111---1

A.

A.

A.
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1 Gross Utility Plant in Sen/ice - Eastern Division

2

3

Please comment on the Residential Util i ty Consumer Office's ("RUCO")

recommendation to disallow the allocation of the Eastern Division plant in this

4 proce e ding.

5 The  Compa ny in  its  re s pons e  to  RUCO's  da ta  re que s t (RUCO 2.06) s ta te d tha t the

6 cc...Ea s te rn Divis ion pla nt wa s  move d from the  Ea s te r Divis ion bus ine s s  unit to s trictly

7 Mo h a ve  b u s in e s s  u n it in  2 0 0 7 .37 The re fore , S ta ff finds  RUCO's  re comme nde d

8

9

1 0

11

a djus tme nts  re la ting to the  Ea s te rn Divis ion pla nt to be  a ppropria te  s ince  the  re fe re nce d

pla nt ite ms  a re  no longe r use d a nd use ful for the  provis ion of s e rvice  to S un City Wa te r

Dis trict. Howe ve r, it a ppe a rs  tha t the  S un City Wa te r Dis trict ma y continue  to be ne fit

from opera ting costs  a ttributable  to the  Easte rn business  unit.

1 2

18 Q Ha s  S ta ff propos ed a djus tme nts  to e limina te  the  e ffe ct of the  Ea s te rn Divis ion p la n t

1 5 A

on the  Company's ra te  ba se ?

Ye s . Cons is te nt with RUCO's  re comme nda tion, S ta ff recommends removal of 5313.835

from the  Compa ny's  gross  utility pla nt in se rvice  a nd e limina ting $3,542 of a ccumula te d

deprecia tion. S ta ff" s  a djus tme nts  re duce  its  re comme nde d ra te  ba se  by $l0,293, from

$25,306,214 to $25,295,921

20 OP ERA TING INCUME

2 1 Fuel and Power Cost

22 Q Has the Company accepted RUCO's recommendation to disallow late payment fees

relating to fuel and power costs?

24 A Ye s

w-01303A-07-0209

A.

Q.
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1 Q. Did Staff incorporate this adjustment in its revised operating income?

2 A,

3

Ye s . As  shown in S urre butta l S che dule  AH-4, S ta ff ha s  re duce d fue l a nd powe r cos t by

$334, to re flect RUCO's  adjus tment for la te  payment fees .

4

5 Waste Disposal Fees

6 Q. Has the Company accepted RUCO's recommendation regarding waste disposal

7 expense

8 Yes. The  Compa ny a cce pte d RUCO's  re comme nda tion to dis a llow $4,270 of wa s te

9 dis pos a l e xpe ns e .

1 0

11 Q. Did Staff incorporate RUCO's recommendation in its revised operating income?

12 Yes. Staff reduced opera ting income by $4,270 to remove waste  disposa l expense .

13

1 4 Rate Case Expense

15 Q Did S ta ff re fle ct its  re ca lcula te d ra te  ca s e  e xpe ns e  in ope ra ting income

16 A Yes. S ta ff now recommends $23,566 of ra te  case  expense . P lease  see  S ta ffs  response  to

Mr. Brode rick for de ta ile d a na lys is

19 Maintenance Expense

20 Q What is the Company's request regarding an increase in its level of maintenance

22 A

expense

The  Compa ny in its  Re butta l Te s timony se e ks  re cove ry of $122,498 re la ting to de fe rre d

ta nk pa inting e xpe nse . According to Ms . Gutowski, the  Compa ny ina dve rte ntly omitte d

its  incurre d cos t of ta nk ma inte na nce  in its  origina l proposa l. The  Compa ny propose s  to

amortize  this  cost over a  three  year period, a t $40,833

W-01303A-07-0209

A.

A.
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1 Q.

2

Please comment on the Company's proposal to increase maintenance expense by the

costs of deferred tank painting.

3

4

5

S ta ff re cognize s  tha t Arizona -Am e rica n ha s  the  p ra ctice  of a ccruing  ta nk m a inte na nce

e xpe ns e  in a  de fe rra l a ccount for re cove ry in future  proce e dings . As  a  re s ult, S ta ff accepts

the  Company's  be la ted reques t to recover its  accrua l tank ma intenance  in this  proceeding.

6

7 Q- Has Staff reviewed the Company's requested tank maintenance expense?

8 Yes . S ta ff ha s  re vie we d  a  c op y o f the  C om p a ny's  g e ne ra l le dg e r re la ting  to  ta nk

9

1 0

11

m a inte na nce  a nd the  re la te d invoice s  on cos ts  incurre d in 2006. S ta ff found tha t the

Company's  tank pa inting expens e  aggrega ted to $121 ,109, with a  ne t ba lance  0f$109,388,

a t te s t ye a r e nd. S ta ff ha s  de te rmine d tha t the  diffe re nce  of $11,721 is  a ttributa ble  to te s t

1 2 year amortiza tion tha t is  a lready reported in its  ma intenance  expens e .

1 3

1 4 Q- What is Staff's recommendation regarding tank maintenance expense?

1 5

16

17

Sta ff recommends  norma lizing the  Company's  ne t ba lance  of tank ma intenance  expense

of $109,388 ove r four ye a rs , a t $27,347. S ta rt's  re comme nda tion is  cons is te nt with the

Company's  proposa l for filing its  next ra te  case  in 2012.

1 8

19 Depreciation Expense

20 Q . Ha s  S ta ff a c c e p te d  th e  C o m p a n y's  c a lc u la te d  d e p re c ia t io n  e xp e n s e  in  th is

21 proce e ding?

22 Yes .

23

w-01303A_07-0209

r

A.

A.

A.

A.
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1 Q. What is the impact of Staff's adoption of the Company's calculated depreciation

2

3

4

expense?

Staffs adoption of the Company's calculated depreciation expense increases Staffs

recommended depreciation expense by $9,207, from $1,252,789 to 1,262,086

5

6 Does this conclude your Surrebuttal Testimony"

7 Ye s .

W-01303A-07-0209

A.

A.

lulu
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ARIZONA AMERICAN WATER COMPANY ..SUN CITY WATER DISTRICT
Docket No. W-01303A-07-209

Test Year Ended December 31, 2006

Surrebuttal Schedule All-1

REVENUE REQUIREMENT

LINE
n o . DESCRIPTION

[A]
COMPANY

Rebuttal
COST

[B]
STAFF

Surrebuttal
COST

1 Adjusted Rate Base $ 24,960,997 $ 25,295,921

2 Adjusted Operating Income (Loss) $ 702,920 $ 734,820

3 Current Rate of Return (LE / LI ) 2.82% 2.90%

4 Required Rate of Return 759% 7.60%

5 Required Operating Income (LI " LE) $ 1 ,920,253 $ 1 ,922,490

6 Operating Income Deficiency (L5 - LE) $ 1,217,333 $ 1,187,670

7 Gross Revenue Conversion Factor 1 .6288 1 .6369

8 Required Revenue Increase (L7 * LE) $ 1 ,982,590 $ 1 ,944,072

9 Adjusted Test Year Revenue $ 7,688.479 $ 7,688,479

10 Proposed Annual Revenue (LB + LE) $ 9,671 ,069 $ 9,632,551

11 Required increase in Revenue (%) 25.79% 25.29%

12 Rate of Return on Equity (%) 11.30% 10.80%

4

References:
Columns [A]: Company Schedules A-1, Rebuttal
Columns [61: STAFF Surebuttal Schedules All-2, All-3 and All-4



ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
Docket No. W-01303A_07-209
Test Year Ended December 31, 2006

Surrebuttal Schedule All-2

GROSS REVENUE CONVERSION FACTOR

LINE
no . DESCRIPTION (A) (B) (C) (D)

1
2
3
4
5
5

Calculation of Gross Revenue Conversion Faction
Billings
Uncollectible Factor
Revenues
Less; Combined Federal, State & Property Tax Rate (L18)
Subtotal (LE - LE)
Revenue Conversion Factor (L1 ILL)

1.000000
0.000000
1.000000
0.389081
0.61091 g
1.6368791

7
8
g
10
11
12

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L7 LB)
Applicable Federal Income Tax Rate (Line 43)
Effective Federal Income Tax Rate (LE x L10)
Combined Federal and State Income Tax Rate (LB +L11)

100.0000%
6.9680%

93.0320%
33.5e05%
31 .2220%

3B1900%

100.0000%
38.1900%

el .81004%
1.161BG%

13
14
15
15
17
l a

Calculation of Effective Prooerrv Tax Rate:
Unity
Combined Federal & State Income Tax Rate
One Minus Combined Income Tax Rate
Property Tax Factor
Effective Property Tax Rate(L15 x L16)
Combined Federal, State Income & Property Tax Rate (L12 + L17)

0,71815%
38.9081 '/u

19
20
21

Required Operating Income (Schedule All-1, Line 5)
Adjusted Test Year Operating Income (Loss) (Schedule AII-11, Line 27)
Required Increase in Operating Income (L19 - L20)

s
$
$

1,923,272
755,697

1,167,575 $ 1,167,575

22
23
24

Income Taxes on Recommended Revenue (Col. (D), L42)
Income Taxes on Test Year Revenue (Col. (B), L42)
Required Increase in Revenue to Provide for Income Taxes (L22 -L23)

$
$

667,879
(65,935)

$ 733,814

I/

$
$

287,416
265,180

25
26
27
28

Property Tax with Recommended Revenue (All-15, Col B, L19)
Property Tax on Test Year Revenue (All~15, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L25-L26)
Required Increase in Revenue (L21 + L24 + L27)

$ 22,235
s 1 ,923,624

Test Year
$ 7,588,479
$ 7,019,594
$ 8s0.0¢s1
s (191,176)

6.968%

Staff
Proposed

$ 9,632,551
$ 7.042.182
$ 860,051
$ 1,730,308

6.968%
$ (13,321) $ 120,568

29
30
31
32
33
34
35
36
37
38
39
40
41
42

Calculation of Income Tax:
Revenue (Schedule All~11, Columns C and E)
Less: Operating Expenses Excluding Income Taxes
Less: Synchronized Interest (L46)
Arizona Taxable Income (L29 - L30 - L31)
Arizona State Income Tax Rate
Arizona Income Tax (L32 x L33)
Federal Taxable Income (L32 - L34)
Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($51,001 $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,001 - $1D0,000) @ 34%
Federal Tax on Fourth Income Bracket ($100,001 _ $335,000) @ 39%
Federal Tax on Fifth Income Bracket ($335,001 - $10.000,0001 @ 34%
Total Federal Income Tax
Combined Federal and State income Tax (L34 + L41)

s
$
$
$
$
s

(177,B55)
(7,500)
(6,250)
(8,500)

(30,354)

s 1,609,740
$ 7,500
s 6,250
s 8,500
s 91,650
$ 433.412

$
$

(52,614)
(85,935)

s
$

547,312
667,879

43 Applicable Federal Income Tax Role [Col. (D), L35 - Col. (B), L35] / [Col. (C), L41 - Col. (A), L41]
335605%

r

44
45
45

Calculation of Interest Svnchronization:
Rate Base (Schedule All-3, Col. (C), Line 14)
Weighted Average Cost of Debt
Synchronized Interest (L44 x L45) $

$25,295,921
3.40%

850,061

l
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ARIZONAAMERICAN WATERCOMPANY - SUN CITy WATER DISTRICT Surrebuttal Schedule AH-3
I Docket No. W-01303A-07-209

Test Year Ended December 31, 2006

RATE BASE - ORIGINAL COST

(A) (B) (C)

LINE
no. DESCRIPTION

STAFF
DIRECT

SURREBUTTAL
ADJUSTMENTS

STAFF
SURREBUTTAL

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

43,923,255
16,746,192
27,177,063 $

(13,835)
(3,542)

(10,293) $

43,909,420
16,742,650
27,166,770

4
LESS;
Net Contribution in Aid of Constructiuon (GIAC) $ 63,004 $ 63,004

5 Imputed Regulatory Contributions 567,874 567,874

6 Advances in Aid of Construction (AIAC) 3,576,920 3,576,920

7 imputed Regulatory Advances 551,760 551,760

8 Customer Deposits 2.100 2,100

9 Investment Tax Credits (1,938,781) (1,938.781>

10 Total Deductions $ 2,822,877 $ 2,822,877

11
ADD;
Allowance for Working Capital 309,400 309,400

12 Deferred Debits 642,628 642,628

13 Total Additions $ 952,028 $ 952,028

14 Original Cost Rate Base $ 25,306,214 $ (10,293) $ 25,295,921
r

r

References:
Column [A], Staff Direct Schedule All-1
Column [B]t Column [C] - Column [A]



s.. v

ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT
Docket No, W~01303A~07-209
Test Year Ended December 31, 2006

Surrebuttal Schedule All-4

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED

TEST YEAR RECOMMENDED

[A] [B] [C] [D]

LINE
n o .

STAFF
DIRECT ADJUSTMENTS

STAFF
ADJUSTED ADJ US TMENTS

[E]
STAFF

SURREBUTTAL
RECOMMENDED

$ $ 1 ,944,072 $

DESCRIPTION
RE VENUES:

Metered Water Sales
Other Operating Revenue
Total Operating Revenues $

7,578,435
110,043

7,688,479 $

7,578,436
110,043

7,688,479 $ 1844,072 s

9,522,508
110,043

9.632.551

OPERA TING EXPENSES."

$ 1 ,137,093 1 .137,093 $
$

1 ,137,093

(334) 1 ,572,962
49,041

1 ,572,962
49,041

(4,270)

1 5 7 3 ,2 9 8
49,041

4,270
1 3 8 6 ,1 5 8

276,821
51,046
24,492
51 ,587

165,878
19,442
97,290

360,734
173,137

1 ,252,879

(926)

27,347
9,207

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 .386,15a
275,821
51,046
23,566
51 ,587

165,878
19,442
97,290

360,734
200,484

1 ,252,086

1 ,385,158
278,821
51 ,046
23,568
51 ,587

165,878
19,442
97,290

360,734
200,484

1 ,262,086

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
2 2
23
24
25
26
27

$

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Labor
Purchased Water
Fuel and Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8¢ Amortization
Amortization of CIAC
General Taxes
Property Taxes
Income Taxes
Total Operating Expenses
Operating income (Loss)

$
$

100,225
2e5,180
(52,668)

5,935,902
752,577

5
s

(13,267)
17,758
(17,758)

$
$

100,225
265,180
(S5,935)

6,953,659
734,820

$
$

22,588
733,814
756,402

1 ,187,670
$
$

100,225
287,768
£367,879

7,710,061
1 ,922,490

References:
Column (A): Staff Direct Schedule All~11
Column (B): Company Schedule C-2 Rebuttal, Page 1
Column (C): Column (A) + Column (B)
Column (E): Column (C) + Column (D)
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ARIZONA AMERICAN WATER COMPANY .. SUN CITY WATER DISTRICT
Docket No. W-01303A-07~209
Test Year Ended December 31 , 2006

Surrebuttal Schedule All-5

OPERATING INCOME ADJUSTMENT .. PROPERTY TAX EXPENSE

$ $

$ $

$ $

$ $

$ $

$ $

[8]
STAFF

RECOMMENDED
$ 7,688,479

2
15,376,958
9,632,551

25,009,509
3
8,336,503
2

16,673,006
20,865

181 ,994
16,511,877

23.50%
3,880,291
7.41614%

$

$

[A]
STAFF

AS ADJUSTED
$ 7,688,479

2
15,376,958
7,688,479

23,065,437
3

7,688,479
2

15,376,958
20,865

181,994
15,215,829

23,50%
3,575,720
7.41614%
265, 180
297,758
(32,578)

LINE
n o .

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

DESCRIPTION
Staff Adjusted Test Year Revenues .. 2005
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax - Staff Recommended Revenue (Line 14 ' Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$

$

287,768
265,180

22,587

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21 )
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

22,587
1,944,072

1_151862%

4

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1
Line 21: Line 19 Line 20
Line 23: Schedule All-1
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ARIZONA AMERICAN WATER COMPANY . SUN CITY WATER DISTRICT Surrebuttal Schedule All-6
Docket No. W-01303A-07-209
Test Year Ended December 31, zoos

OPERATING INCOME ADJUSTMENT - REGULATORY EXPENSE

LINE
n o .

1
2

DESCRIPTION
Regulatory Expense
Total

[A]
COMPANY
AS FILED

$ 50,000
$ 50,000

[B]
STAFF

ADJUSTMENTS
$ (26,434)
$ (26,434)

I (C)
STAFF

AS ADJUSTED
$ 23,566
$ 23,566

Rate Case Expense:
Craig Marks, External Counsel

Re-calculation of Regulatory Expense
Actual

through
9/24/2007

$8,550

Estimated
Hours

Hourly
Rate

Estimated
Future

Expense
$40,790

Dollar Energy Fund
Low Income Program Testimony, External Witness $1,650 $10,000

$2,000

$25

3
4
5
6
7
8
g
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Copying Services, Public Meetings, Notices, Surveys
Fedex Kinko's
Arizona Republic Classified
Mesa Tribune
Office Max
Moody's Quick Delivery
Direct Impact (Postage, Copying Notice)
Additional Fire Flow 8= Ratemaking Survey
Public Participation Meetings

Miscellaneous Other

$1,392
$33

$170
$1.367

$25
$8,299

$0
$0

$465
$21,951

$17,500
$2,000

$72,315

Total
$49,340

$0
$0

$11 ,650
$0
$0

$3,392
$33

$170
$1 ,367

$50
$8,299

$17,500
$2,000

$465
$94,265

be
27 Normalized over 4 years ($94,266) $23,556

r
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